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Preface to the First Edition 


Though planned as early as 1911, when the author was m England 
and had every facility for reference to official records, the was not 

definitely undertaken in its present form till the commencement of 1918 
during the term of the writer’s engagement with the Mysore University, The 
OMgencies of regular lecturing work necessarily impeded the progress of the 
work, which was rendered all the more difficult owmg to the absence of any 
considerable libiary facilities The collection of material and compilation 
of figures had, therefore, to be carried on during spells of vacation passSd 
in larger cities with better facilities for reference and research. It was, 
therefore, nearly two years after the work had first been taken m hand that 
it was finally completed, and another year before it could be sent to the 
press 

This brief genesis will serve to explain the defects of compilation 
which, the author is conscious, still mar the value of the work to a very 
considerable extent. It was impossible, while these pages were going 
through the press, always to incorporate in the text or the foot-notes, any 
changes that may have taken place affecting the subject matter of the dis- 
cussion during the interval between the time when the work was first 
completed and was finally printed. 

In some cases an eleventh hour attempt has been made to make the 
discussion moie upto date by including a brief summary of the important 
changes. But altogether such a work must necessarily suffer in the author’s^ 
opinion from the shortcoming of being never exactly upto date. He there- 
fore commends this work to the generous indulgence of the critical reader, not 
With any intention to minimise the personal criticism against himself, but 
rather with a view to secure a better reading for a work which the author 
honestly believes, attempts to meet a much felt need. 

Given the character of the subject matter of this work ; given the 
costlmess of its production and the limited circle of readers which might be 
expected for it; the work would probably never have been published, 
but for the generous assistance of a public-spinted citizen, who, however, 
prefers not to be named. The author regrets that he should be deprived 
of an opijortunity publicly to acknowledge his indebtedness but for which the 
child of his brain might never have seen the light of day. The oppor- 
tunity is too slight to be suffered to escape altogether without mentioning 
tl*rdireCtion in which he has received the most valuable assistance. 

As hinted above, and contrary to legitimate expectations, the atmos- 
phere of the University life in Mysore was not quite conducive to an un- . 
disturbed prosecution of research of the kind attempted by this work,* 



Equally against all probabilities, the work received an amount of encourage- 
ment while It was going through the press, and the writer obtained facilities 
for proof-reading, etc , which m view of the position he now occupies, must 
necessarily be regarded as a concession for which he cannot but be grateful. 
In cases of emergencies, when the printer’s devil required the immediate 
return of the copy, the bestowal of time upon proof correction has never been 
grudged by those, who have much less reason to be generous m this regard 
than a body Id---,, the University professedly meant to promote research 

Similarly, be has obtained valuable assistance in the compilation of 
the index and the contents from his present colleagues m the office, which 
he must here publicly acknowledge 

In some respects the present form of the book does not quite realise the 
intentions of its author The work was originally meant to be a comprehen- 
sive compendium of Indian financial problems, which could not be regarded %,s 
complete without a review of local finance and a discussion of the finances of 
the Indian States, but both these have to be excluded for want of sufficient 
material to complete the picture. 

Similarly, the author has tried, as far as it rested with him, to give point 
to his criticism of the existmg system by formulating specific constructive 
schemes ’embodying his criticism and offering an alternative . the appendix is 
an illustration of such mtention. It might have been doubled by an addition 
of another Draft Bill, recasting the tariff policy of the country , but for the 
fact that the entire policy in that behalf appears to be under consideration by 
an especially appointed committee. Pending report of this committee the 
anffaor felt th would be premature to suggest a schema of his own. 

158 , Walkeshwar Road, ) 

> K. T. S, 

Bombay, fSth May, 1921. ) 



Preface to the Second Edition 


An attempt has been made in this new edition of tlaj^ work to meet 
some of the points m fair criticism passed upon it by the prl^o in India and 
elsewhere. The figures have almost all been reduced now uniformly to 
rupees, instead of a mixture of sterling and rupee figures in the first edition, 
though the writer feels that simplicity in this "case has been purchased at the 
cost of accuracy. The cost, however, is not regrettable as will be evident from 
a glance at the text. Occasion has also been taken of a new edition -to - 
reduce materially the dead weight of figures m the text, as the earlier lines 
of the picture might as well be indicated by decennial as by annual figures, 
and because only m the later figures is there any commendable degree of 
accmtacy. Proof errors, too many to be even mentioned in the last edition, 
have, the careful readei will find, been very effectively reduced. Finally expres- 
sions of personal opmion or reflections, worded more warmly than discreetly 
perhaps, have been toned down to accommodate the hypersensitiveness of 
mahy critics, particularly non Indian ones , but the discerning reader wilk 
I trust, discover for himself that in these changes there is no change of the 
fundamental position, no dereliction of any basic principle. 

Of the changes m this edition, by far the largest proportion is explained 
simply by the march of events since the appearance of the first edition. The 
Esher Report on the Army m India, the Acworth Report on Indian railways, 
the Inchcape Report on retrenchment, the Fiscal and the Taxation Corc^ 
mittees’ Reports as well as the Currency Commission’s Report, — to mentioif^ 
only the most outstanding cases — have been more fully dealt with in this ' 
than -was possible in the first edition. The hope expressed m the preface 
above about a draft bill embodying the Tariff changes suggested in this work 
has been realised m another work more particularly dealmg with the trade of 
India ! while the appendix in the first edition containing a draft currency bffl 
has been deleted as the same is published more fully in my work on Indian 
Currencif, Exchange and Banking, ahd In a slightly modified form in 
pamphlet form entitled “ Currency Reform in India." The section on Local 
F iti am-fl in this edition is necessarily sketchy— for reasons outlmed in the text ; 
as also the patt dealing with the finances of the Indian States. The latter 
Certaifily needs to be studied more mtensively than has been possible so far. . 
Chapters have also been added deahng with the nature of taxes and the 
'<listribution of tax-burdens , and the old chapter ou Provincial finance has 
bdfeQ feonsidetably expanded. It is hoped the work in its new form Will 
meet the same want as it did ih the past, and so continue t^desem^e the 
appreciation of the students of finance and the public at large that it met with - 
in the first instance. 



(iv) 


ft LS a matter of regret to the writer that the new edition could not be 
brought out earlier owing to his own other engagements, though a new 
edition was in the normal course of events due as early as 1925. The 
delay, however, permits the hope that the work has been the rioher for the 
longer interval. 

University School of Economics "i 

and Ufology f K. T. Shah. 

Bombay, 1st February, 1927. ) 



CONTENTS 


Pages 

Preface to the First Edition (i)-(ii) 

Preface to the Second Edition ii^ ... (lu)-(iv) 

,'JbPART I— INTRODUCTORY 1-34 

I. General view of Finances under the Company: 2; II. 

Principal Sources of Revenue under the Company : 4 ; 

III. Prmcipal Channels of Expenditure • 24 ; IV. The 
Public Debt and its Management . 28 ; V. Financial 
Organisation . 29 ; VI. The Reforms of Wilson . 30. 

Chapter PART II— PUBLIC EXPENDITURE 

^1/ Public Expenditure in India since 1859-60 35-61 

I. General considerations affecting Public Expenditure: 

35; II, Characteristics of Public Expenditure distinguished 
.from Private Expenditure: 38 ; III. Tendency to steady 
growth in Public Expenditure : 39 ; IV. Analysis of the 
Public Expenditure of India • 41 ; V. A suggested 
classification 44 ; VI. Public ExpendyLture^Onsldered 
generally * 46. 

II. Expenditure ON National Defence v' 62-103 

I. Economics of National Defence 62; II. A brief history 
of the Indian Military Expenditure* 68; III. The navad 
defence of India and its cost . 77 , IV. The strength of 
the Army in India 78 ; V. The Inchcape Committee and 
military retrenchment in India; 80 , VI. Statistics of 
Indian national defence expenditure. 83 ; VII. Condi- 
tions of Service . 85 , VIII. Criticism, prospects and 
suggestions . 91. 

HI. Maintenance of Peace and Orde:^ Departmental 

Expenditure . ... ... . 104-145 

*1. Expenditure on Justice, Jails and Police: 104, II. 

Revenue to finance this expenditure* 105; III. Statistics 
of Judicial, Police and Prison expenditure in India : 108 ; 

IV General Administration Charges :114 , V. Cost of the 
Public Service in India • 119 ; VI. Criticism and Sugges- 
tions. 127 ; VII Political Charges of the Government of 
India : 133 , VIII. Pensions, Furlough and Superannuation 
Allowances 137. 

IV. ‘Public Expenditure on Moral and Material 

Development 146-166 

I Character of such expenditure 146 ; II. Items and 
Details of expenditure — Group A 149 ; I Tl. Stationery 
and Printing Expenditure 149 . IV Me^ical^,Wl^^ 
•kS amtation Charges, 15 0 V Ecclesiastical ”155^'^! ’’ 
'Expenditure on E ducation, Scienti& c,aad_ Minor Depart- 
|i^entr^ 156, S. 



(vi) 


Chapter pages 

V. Expenditure on Material Development 167-185 

I. Famine Relief • 167 ; II Remedies against deficiency 
of rainfall 172 , III Excessive morcellement of 
agricultural land; 173 • IV. Economic Transition • 174 , 

V. Review of the present policy of famine Relief ; 175 ; 

VI T^^Agnculture 176 , VII Expenditure on Posts and 
Teleg^nhs 178 , VTII Critique of the Indian Postal 
Finani^e and suggestions for improvement . 183 , IX. 

Mint, and Civil Buildings 185 , X. Ports and Pilotage , 

186 

VI, Expenditure of the Government of India in Eng- 
land ... .. 187-193 

I ConstitatiOB<al Aspect 187 , II. Analysis of the Home 
Charges 189 ; III. The Dram ' 190. 

PART III— PUBLIC REVENUES 
*1 General Considerations on the Character of Public 

-Revenues .... 196-206 

I Nature of Public Revenues 196 , II. What is a Tax ? 

197 ; HI. Some erroneous ideas concerning the nature of 
taxes 199 , IV. The assessment and apportionment of 
taxes 200 , V Measurement of ability Income and 
Property 200, VI. Consumption as a measure of ability : 

201 , VII. Taxation a means of social reform . 202 ; 

, VIII. Direct and Indirect Taxes 203. 

Taxable Capacity . .. . . , ... 207-212 

I Definition of Taxable Capacity — A Relative Conception' 

207 ; II. Constituents of the Taxable Capacity , 209 ; III. 

Effect of Taxation on Wealth . 211 , IV. Taxation vs. 

Profits of Public Enterprise- 211, V. The Taxable 
Capacity of India • 212. 

HI. Classification of the Indian Revenues . ... 213-215 

I, Reclassification of Indian Revenues 214. 

IV. Land Revenue 216-230 

I. General Principles of the Taxation of Land ; 216 ; 11. 

Methods of assessment of land revenue . 217 , III The 
assessment of land revenue m British India 219 ; IV. 

The ownership of agricultural land in India 220 , V. 

Land Revenue— a Tax or Rent ? 222 , VI. Land Revenue 
statistics • 224 ; VII Criticism and suggestions 225 , * 

VIII. Note on the Indian land revenue policy and the 
findings of the Taxation Enquiry Commit tee, . 227. » 

V. Revenue from Direct Taxes ... " . ... ... 231-244 

I Direct us „ Indirect Taxes 231 , II The his Wry of 
Direct Taxes on income 234 , Receipts from taxes on 
, 237 , Itl. Criticism on the Indian Income Tax 
System 238 , IV Note on the Recommendations of the 
Indian Taxation Enquiry Committee regarding the taxes 
on income 242 , V. Piovmcial Rates , 243. 



Chapter 


(vH) 


•PAGES 


VI. Indirect Taxation in India 245-256 

I. Stamps Revenue ; 245 ; II. Registration : 247 ; III. 

, Salt Revenue . 249 ; IV. History of the Salt revenue in 
India' 250, V. Sources of supply and modes of taxing; 

252 ; VI. '.Critique of Salt revenue 253. 

^VII. Excise Revenue .. ... ... ... ... 257-271 

I, General Principles of the Excise Revenue : 257 ; II. 

Excise Revenue in India • 259 ; III. Statistics of the 
Excise Revenue in India, 261 ; IV. The Indian Systems of 
collecting excise revenue . 262 ; V. Critique of the 
Indian Excise System 263 

VIII. Customs Revenue 272-30? 

I. The Nature of Customs Duties ‘ 272 ! II. Kinds of 
Customs Duties 273 , III. Considerations in fixing 
import tariffs 276 , IV A Brief History of the Indian 
Customs Revenue 281 , V. Present Position in the Indian 
Customs tariff 285 , VI. Critique of the Indian tariff 
policy 287 , VII. Imperial Preference m India . 299. 

IX. Opium and Forests Revenue 305-317 

I. Opium Revenue 305 , II Statistics of the Opium 
Revenue 307 , III. Critique of the Opium Policy ' 307 ; 

IV. Forests' 312, V. Forest Finance : 313 ; VI. Statistics 
of Forest Revenue and Expenditure 314 ; VII. Critique 
of the Indian Forest Department .315. 

X. Irrigation Dues 

I The True Nature of the Irrigation Revenue : 318 , II. 

Irrigation vs. Railways 319 , III. History of Irrigation 
Works under British Rule m India , 320 ; IV. The 
Irrigation Revenue 325, V. Future of Irrigation Finance: 

329. 

XI. Railway Revenue 331-363 

1. The Nature of the Railway Receipts • 331; 11. History 
of the Indian Railway Finance • 332 ; HI. Second stage 
of Railway Finance 1880-1900 • 335 , IV. Third period 
of Railway History 1900-1920 339 ; V. The Present 

Financial Position of Railways m India ' 341 ; VI. The 
Railway Budget of 1926-27 342 , VII. Critique of the 
Railway Finance in India 342 ; VIII. Railways and the 
General Economic Development of India : 351 , IX. 

Railway Nationalisation m India 359. 

XII The Incidence and Distribution of the Burden of 

Taxation in India . • 364-374 

I, The method and basis of computation 364,11. 
c'omputation of the incidence of taxation 365 ;^II> 

The findings of the Taxation Committee 366; IV. Th? 
pal incidence of taxation in India ' 370, 



(vui) 


Chaptek 

XIII. Other Sources of Revenue in India 

I, The importance of the question — ^The need for addi- 
tional revenues • 375 , II The possible sources of new 
taxation • 379 ; III. New taxes already proposed in 

the past . 380 , IV. Other sources of revenue 385 , 
V. Summary of recommendations . 388. 

<'r 

PART IV— PUBLIC DEBT 
'''The Public Debt of India 

I Nature of Public Ciedit and the necessity of its use 
391 , II. The origin and growth of the Public Debt of 
India 394 , III. Interest rate and conversions 1850- 
1915 . 396, IV. Origin of productive borrowing . 397 ; 
V. The ordinary unproductive debt of India • 398 , VI, 
Interest leceipts and expenditure 399 , VII. The 
productive debt of India 404, VIII. Debt redemption. 
408 ; IX, Forms of debt and securities 412 

PART V— WAR FINANCE IN INDIA 
I. The Nature of War Costs 415 ; II A brief review of 
Indian financial conditions m 1915-19, 416, III. Analysis 
of revenue and expenditure 1914-15 to 1918-19 420; 

IV. History and details of war taxation 423 , V. The 
History of the Indian war loans • 431, VI, Loans vs. 
Taxes 43+ , VII. India’s Total War Contribution • 437. 

'^PART VI— PROVINCIAL FINANCE 
,1. I. Introduction 440, II Origin of financial decentrali- 
sation m India: 440 , III Lord Mayo's scheme of Pro- 
vincial Finance • 443; IV. Extension of the system under 
Lord Lytton 444 , V Improvements by Baring and 
Ripon 446; VI. Other changes and the Financial 
Committee of 1887 447, VII. Thirty years of provincial 
finance 4+9 , VIII The Quasi- Permanent Settlements 
of 1904 : 451 , IX. Permanent Settlements of 1912—456. 
;II. Provincial Finance under the Mont-ford Re- 
forms .. . 

I, The System m 1920 461 ; II. The Reforms and 

Decentralisation of Finance • 463 ; III. The Meston 
Settlement 466 ; IV. The present financial position m 
the Provinces : 472; V.'^ Critique of the Indian system of^ 
Federal Finance • 480 ; VI. A solution . 483. ’ 

PART VII 

Financial Organisation: Machinery of Control and 

Audit of Accounts ... 

I. The Control of the British Parliament • 486 , II The 
■<I^:>dary of State for India m Conned . 488, III The 
Government of India 488, IV. The Montague-Chelmsford 
Reforms and the Indian Budget 490 , V. The Indian 
Audit System , 494. 


Pages 

375-390 


391-414 


415-439 


440-460 


461-485 


486-497 



(ix) 


PART VIII— CURRENCY AND EXCHANGE 

I. Introduction 498 ; IL War and the Indian Currency 
System : 500 , III The Remedies of the Government of 
India . 502 ; IV. Recent Currency History 509 , V. 
Summary of Recommendations : 512 , VI. Critique of the 
Commission’s Recommendations . 514. 

PART IX 

Finances of the Indian States 

I. General ! 524 , IL Fmancial Position in the Leading 
States . 525 , III. Out-standing features considered 
particularly . 527 ; IV. Conclusion , 529. 

AFpfeNDix ON Local Finance 

Index \\ 


'Pages 

498-523 

524-529 

530-734“ 




SIXTY YEARS 

OF 

INDIAN FINANCE 

PART I 

INTRODUCTORY 


" Able as has ever been the administration of India*" said Disraeli, at the 
time of the transfer of the Government of India to the Crown, " considerable and 
distinguished as have been the men whom that administration has produced, and 
numerous as have been the great captains, the clever diplomats and the able adminis; 
trators of large districts with whom the Government has abounded, the state of 
the finance has always been Involved In perplexity, and India, that has 
produced so many great men, seems -never to have produced a chancellor of 
the Exchequer.” 


This critique of Indian finance is more than justified, if we consider that in 
the course of 66 years from 1792 to the end of the East India Company, the 
revenue of the Company showed a deficit t during nearly 40 years. The 
debt of the East India Company, which was afterwards made the Pubjic 
Debt of India, amounted to 71, 557, 369 m 1858, and it cost £3 million 1 
year in interest alone. The prmcipal sources of Revenue and Expenditure 
were uncertain, unreliable, unsystematised , and. Finance, the most impor- 
* Sir Charles Wood’s Administration of Indian affairs, by A. West. p. 66 
t The late Mr. Dutt in his work on “ India under Early British Rule ’’ — says, " It 
Will be seen from the figures given above (from 1792-9J to 1837 38) that if there were 14 
years of deficit, there were thirty-two years of surplus , and if the deficit amounted alto- 
gether to nearly 17 millions the surplus amounted to nearly forty-nine millions The 
net financial result of Indian Administration was therefore a surplus of 
thirty-two millions during forty-six years." But the figures of expenditure as 
taken by Mr Dutt are exclusive of the expenditure in England, which in later day phraseo* 
logy has been described as the Home Charges The figures given above include the Home 
Charges in the total expenditure , and on that basis, the net financial result of the admi- 
nistration of India by the East India Company was a total deficit of over ,^22,000, 000, m 
66 years. There is no reason why the Home Charges should not be included in considering 
the total expenditure, and Mr. Dutt himself takes them into account in another connec- 
tion. 


f Mr. Wilson in his first Budget speech observed, " The period embraces 46 years 
(1814-1839). Of that number we had a surplus m 13 years amounting on the whole to 
/8, -695, 437, a sum not equal to the deficit of the present year , and we bad deficits in the 
remaining 33 years amounting on the whole to the large aggregate sum oF-D%J95,416 " 
.. According to the same authority, between 1834 and 1860, thei% were "7 years of 
Surplus and 19 years which added to the debt of India, and only 15 which \w its 
reduction, . 
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tant department of Government, was utterly, inevitably, inexcusably neglect- 
ed m the century that witnessed the labours of a nation to bring into exist- 
ence a strong, settled, peaceful, and perhaps, m course of time, a national 
Government, from amidst the chaos and anarchy attending the downfall of 
the Moghul Empire. 

An attempt is made in this part to outline briefly the salient features 
of Indian Finance since the day that India began to pass to the East 
India Company to the time when the Empire was made over to be adminis- 
tered by and on behalf of the British Crown. 

I. General View of Finances under the Company 

The following table,* giving a general view of the income and expendi- 
ture of the Government of India under the East India Company m India 
and England, though not quite as accurate as may be desired, serves to 
make clear a few points of criticism with regard to the finances of the East 
India Company ever since it became a territorial power. 


Revenue and Expenditure in India 


Vear. 


Gross 

Gross 

Net Result 



Revenues. 

Charges 

Surplus 

HeScit. 



£ 

£ 

£ 

£ 

1792-93 


8,225,628 

6,940,833 

•f 1.284, 795 


_ 1801-02 


. 12,163,589 

12,410.045 


- 246,456 

' 1806-07 


14,535,739 

17,508.864 


-2,973,125 

1811-12 


. 16,605,615 

13.220.966 

-b 3,384,649 


1816-17 


18,077,578 

18.446.583 


- 369,005 

1821-22 


21,803,108 

21,192,410 

-b 610,898 


1826^27 


23,383,497 

23,779.817 


-2.396,320 

1831-32 


18,317,237 

18,524.828 


- 207,591 

1836-37 


... 22,359,567 

19,721.605 

■b 2,638. 362 


1841-42 


... 21,840,018 

23.723.432 


-1,883,414 

1846-47 

... 

.. 26.084,681 

27,120,630 


- 1.035,949 

1850-51 

.. 

, 27.625,360 

27.205.562 

-b 419,798 


1851-52 

... 

. . 27,665,145 

27.151,377 

-b 513,768 


1852-53 


28,429,275 

28,045,376 

+ 383,899 


1853-54 


27.916,038 

30,183.227 


-2,267,169 


. * The table has been constracted from the various returns made to the House of 

Commons and the Reports of the Select Comnuttees which were regularly appointed since 
1773 at each renewal of the Company’s Charter m 1783, 1793, 1813, 1833 and 1853 


The column of Het Revenues includes the gross receipts under the several Revenue* 
heads, less re^ments and charges of collection, that of Charges includes the gross 
expenditm!<’’u^^ all heads (except repayments and charges of coUection, leas receipts 
under the Service heads Of Expenditure) 

The receipts gnd charges upto 1835-36 are at a shilling the sicca rupee 
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Year 


1854- 55 

1855- 56 

1856- 57 

1857- 58 

Note that • — 


Gross Gross 

Revenues Charges * 

£ £ 

28,959,822 31,898,782 

30,671.958 31,971.872 

31.415,559 31,971,084 

31,643.267 40,044.552 


Net Result, 
Surplus TOefiat. 

£ £ 

-1,938,960 
„ -1.299,914 

- 555,525 
.. -8,401,285 


(l) Both the Revenues and the Expenditure are constantly increasing. 
iBut in neither case i £ any attent i on paid to the scientific, rnnstmci-ion nf a. 
proper fip p-ncia) system- With the exception of the Land Revenue, all 
ftheTsources of revenue are those prevailing m the conquered or annexed 
territories, without any attempt at a proper distribution of the burdens of 
taxation, or any attention to the economic effects of the taxes 


(2) As regards Expenditure, the most absorbing items were War ap d 
the Company’s Investment, or what afterwards developed into the Home 
Charges. Here, too, no attempt was made to lay out public monies for the 
all round development of the country As the territory under the Company’s 
jurisdiction was constantly increasing, the few endeavours at organizing 
the civil administration, and concentrating attention on the internal 
development of the country, -were bound to be frustrated by the altered 
conditions. The military expenditure was necessarily uncontrolled and 
uncontrollable 


(3) Each case of deficit was met by borrowing , without any attempt 

being made to increase the revenues or reduce the expenditure, and thus 
secure an equilibrium permanently The country was in a state of ceaseless 
wars As the rulers of India under the Company had not yet mastered the 
science of War Finance, their only remedy was to postpone the evil day by. 
borrowmg This system more than justified the remark of Wilson — the first 
Finance Minister of India — “ tfiat the condition of Indian Finance was 
one of chronic deficit.” ' 

(4) Almost all of the foregoing evils were due to the want of a 
separate /d epartment of Finan ce. All the membeis of the Supreme Govern- 
ment — the Governor General-in-Council — were equally employed in making 
and unmaking kings No one, therefore, had any time or thought for 
Finance. 


* The figures in this table are taken as from 1792-3, and not from 1757, though the 
earlier year is commonly regarded as the starting point of the British rule in India The 
fact, however, is, that Government, In the systematised form and deserving of the name, 
was not formed till Lord Cornwallis centred in himself all the authonty as Governor- 
General of India, and announced and carried out the policy of the Permanent Settlement of 
Revenue from Land, and re-organised the Public Service under a solemn Covenant The 
financial history of the individual presidencies is, of course, much older, even as political 
entities, as distinguished from commercial depots. But it is too chequered and confused 
to be intelligibly condensed and incorporated in a woik like this Figures of land, revenue 
and gross expenditure are, however, given in individual cases from earlier years in this 
introductory sketch The connected account of Indian Fmance as a single whole "^nnot 
jjO satisfactorily attempted before |79^ 



II- The Principal Sources of Revenue under the Company 
(A) Land Revenue 

The most important source of the East India Company’s revenue, 
ever since it became a territorial power in 1765 by the acquisition from the 
Moghul Emperor — the sovereign dejiiie of the country — of the Diwam of 
Bengal, Bibai and Orissa, was the revenue from land We do not, of 
course, take into consideration the revenues of the Company from the 
profits of its trade, not only because such a discussion would be outside the 
limits of our subject , but also because ever since the counting-house clerks 
had abandoned the pen for the sword, the Company's trade profits were 
steadily ebbing away, as much on account of the new war expenditure, as 
4)7 the scarcely concealed dishonesty of their servants Land Revenue, 
therefore, is a most important — and, for a long time, the most fruitful- 
s ource of the E ast India C ompany’s income . 

(a) Land Revenue in Bengal, Bihar and Orissa 

On the acquisition of the Diwam of the three richest Provinces of the 
Moghul Empire, Lord Clive continued the system of revenue collection which 
he found m operation in the Provinces, The system was essentially the 
system established by the great minister of the greatest Moghul Emperor. 
According to Todar Mall’s system, all lands were divided into three classes. 
The share of the State was then fixed at one-thud of the produce, which was 
afterwards converted into a cash equivalent. This cash demand was then 
filled unalterably for a period of years, and was, under Akbar, collected 
directly from the cultivators (or land-owners) by the officers of the State. 
^Mr. V, S. Smith supports the view that'Akbar’s settlement was Ryotwan, i.e., 
with the cultivator direct.- Though the revenue demand varied in different 
provinces, as a rule it was one-third of the produce — double the previous 
rate , but then Akbar had remitted many other dues and taxes In the 
century and a half that follotved Todar Mali’s famous settlement m 1582, 

vanous changes were made, both m the amount collected as well as m the 
mode of collection. The amount collected had been increased as fol- 
lows)- :-~ 


Todar Mall's Settlement 1582 
Sultan Suja's „ 1658 

Jafar Khan's „ 1722 

Suja Khan's „ 1728 


Its. 

10,693,152 

13,115,*907 

14,288,186 

14,245,561 


‘ PP 370-380. Impe, laj Gazetteer Vol IV, A^n %-Akian. 

See also Mr Moreland s recent study called " India at the Death of Akbar," and 
Kanungo on Shei Shah * ^ 

T ,1 figures are given £n an appendix to the minute of Sir John Shore, afterwards 
JUr^oignmoutt, on the questiM of the Permanent Settlement in Bengal, 1790. Printed 


'T57V Report, 1793, of the Select Committee, 
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The mode of collection was altered owing to the growing interposition 
of capitalist revenue farmers who paid the State in advance,^ and in 
exchange undertook to collect the share of the State demand from the 
cultivators. If they could realise more than they had paid to the State the 
excess was kept by them as their profit , and they naturally took care to 
make their collections exceed their payments. If, however, by some unfore- 
seen circumstance, like a famine or a war, the collections fell below the pay- 
ment, the contractors had to bear the loss. 

Prof. J. N. Sarkar,! in his work on India under Aurangzebe, gives 
the following figures of Revenue for Bengal, Bihar and Orissa at different 
periods. 


The total Provincial Revenue 

was : — 



Year 

Bihar 

Bengal 

Onssa 

Total 

1594 

55,47,985 

1,18,18,167 

31,43,316 

2,05,09,468 

1648 

1,00,00,000 

1,25,00,000 

50,00,000 

2,75,00,000 

1654 

1,36,32,523 

1,14,46,450 

56,39,500 

3,07,18,423 

1665 

. 95,80,000 


72,70,000 

1,68,50,000 

1695 

95,18,250 

1,15,72,500 

1,01.02,625 

3,11,93,375 

1697 

1,21,50,000 

4,00,00,000 

57,07,500 

5.78,57,500 

1700 

73,58,613 

1,31,15,903 

43,21,025 

2,47,95,541 

1707 

1,01,79,025 

1,31,15,906 

35,70,500 

2,68,65,431 

1720 

94,60,434 

1,40,72,725 


4,35,33,159 


As already observed, Clive and his immediate successors continued 
the system The revenue demands of the Bengal t Subah, in the three years 
immediately preceding the grant of the Diwani to the Company, were 

Rs 

In 1762-63 64,56,198 

,, 1763-64 76,18,407 

(El Co) „ 1765-66 1,47,04,875 

The very first year of the Company’s rule made an increase of nearly 
90 per cent And this increase in collection was progressively maintained 
in spite of famines. “ Notwithstanding the loss of at least one third of the 
inhabitants,” wrote Warren Hastings about this time, “ of the province and 


* As to when and how exactly the system of revenue farming came into vogue, we 
have no precise knowledge. Probably it came into existence between 1707 and 1740 owing 
to the weakening of the central authority of the Moghuls, and the dread of the Mahratta 
horse let loose to collect the Chouth 

t The figures vary considerably, and they are often indtedibly large, It must be 
remembered that they are not for the same area in any two cases 

t Sir John Shore in Ins famous mmuta of 18th lune 1789 asseits that 2;ammdars 
existed in the time of Akbar and they existed when Jaffar Khan was appointed ..to the 
^drofmstration undei him and his successors, . 
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the coEsequent decrease of the cultivation, the net collections of the year 
1771 exceeded even those of 1768,”'' The following table illustrates the steady 
growth of the Company’s revenue from 1765 to 1779.t 


£ 

17C5 C6 2,258,227 

1766- 67 3,805,817 

1767- 68 3,608,009 

1668 69 3,787,207 

1669 70 3,341,976 

1770 71 3,332,342 

1771 72 3,259,564 


£ 

1772- 73 2,886,968 

1773- 74 3,160,186 

1774- 75 3,574,915 

1775- 76 4,198,017 

1776- 77 3,971,440 

1777- 78 . 3,688,088 

1778- 79 3,782,690 


The mode of collection was also changing imperceptibly The East 
India Company at first collected its revenue from the Native Agents of the 
Nawab of Bengal (1765-1769). Maharaja Nandkumar and Mahomed Reza 
Khan were the two distinguished collectors of the period. But m 1769 English 
supervisors were appointed to superintend the collection of Revenue and 
administration of justice This Dual Government was as expensive as it was 
inefficient, and, therefore, in 1772 a five years’ settlement was made by Warren 
Hastings. The constitution of the Company’s Government had altered 
considerably when this first quinquennial settlement of land revenue expired 
in 1777. The Government of the day and particularly Philip Francis, the 
indefatigable opponent of Warren Hastings, proposed to fix permanently the 
"lumina" or land revenue, and make it a matter of public record. But 
Warren Hastings preferred annual auctions on the offchance of securuig a 
gieater revenue to the Company. The only concession that he would 
make was to give a preference to the old Zanundars in auctioning the land. 
For the next three years, 1778, 1779, and 1780, annual settlement of revenue 
by public auction was adopted , and thus the doubtful practice of the later 
Moghul day Subas seemed to receive the approval of the Company’s Govern- 
ment. It was continued for another ten years even after the reforms of 1781, 
when a complete code of Regulations was issued for the guidance of Revenue 
officers and Civil Courts. At the seat of Government a cential Revenue 
Board, called the Committee of Revenue, was formed, which also approved 
the principle of annual settlements of Land Revenue m the plan it submitted 
for improving the system and increasing the yield. In auctioning, however, 
preference was to be given to the Zatmndms. 


* Quoted m Hunter's Annals of Rural Bengal. 

t These figures are for the Total Revenues of the Province, not Land Revenue alone 


The land revenue figures are — 

1771-72 ... ;f'’2, 341,951 

1772;73 ^ ... 2,298,441 

m3-74 ’ . „ 2,438.405 

T774-75 ... 2,777,870 


1775-76 ... £ 2,818,017 

1776 77 .. 2.755,043 

1777-78 „ 2.530,042 

1V7§-79 2,65d,809 
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JSfo wonder that under this system of annual revision of revenue 
demands, payable in cash, the results were disastrous. Lands passed inevit- 
ably into the hands of moneylenders who could not possibly have any ' 
interest m agriculture. Speculation in land became a most fashionable, if 
somewhat risky, occupation. And though the Company’s treasury benefited 
to the extent of Rs. 26,00,000 per year, the increasing poverty of the 
people and their abandonment of lands boded little good to the State in the 
near future. 

The Directors of the Company, however anxious they may have 
been for dividends to the shareholders, could not for ever close their eyes 
to this suicidal policy. In their instructions tp Lord Cornwallis, dated 
the 12tb April 1786, they made clear their disapproval of the annual 
settlements, even though these occasionally resulted m increased revenues. . 
The exclusion of Zamtndars — the capitalists of the country — in favour of 
mere speculators— and Amttis — could not but prove prejudicial 
to the interests and the well-being of agriculture, and the possible increase 
in the revenues might, not inconceivably, be counterbalanced by defalcations 
inevitable when such large sums had to be collected from such persons. The 
Directors, therefore, favoured revenue settlements with hereditary Zamtn- 
dars, declaring that ; — 

" A moderate or assessment regularly and punctually collected unites the 

consideration of our interests with the happiness of the Natives and security of the 
landholders more rationally than any imperfect collection of any exaggerated Zutitnta to 
be enforced with severity and vexation * ' ’ 

And, as a preliminary step to the eventual conclusion of a permanent 
settlement of Land Revenue, they directed Lord Cornwallis to conclude a 
ten years’ settlement 

Lord Cornwallis, an English nobleman and land-owner, could not but 
sympathise with the landed interest, such as it was at the time in India. 
The Board of Revenue — the new designation of the Committee of Revenue 
of 1781 — could not, however, advise an immediate settlement for ten years 
before the necessary inquiries were carried out. But in spite of the many 
pre-occupations and anxieties of a grqat war, and of the reforms in the whole 
organization of administration, Lord Cornwallis succeeded in establishing a 
Permanent Settlement of Land Revenue in Bengal, Bihar and Orissa before 
j he left India 

We shall postpone to a later chapter the discussion from an economic 
standpoint of the relative merits of the different kinds of Land Revenue 
settlement. In this brief resum6 of the Company’s policy with regard to • 
the most important of its Sources of revenue, it is enough to indicate the 
motives which influenced the authors of the Pernianent Settlement in 
Bengal. Says Sir J Shore — afterwards raised to the peerage as Lord Teign- 
mouth — the able councillor of Lord Cornwallis, and Goverhor- General of 


Select doinmittee's V Report p 13 quoted by Dutt p. 82. 



India 1795-1798, in his celebrated rnmiite (18th June, 1789) on the Petmd- 
nent Settlement of Land Revenue in Bengal — 

" The leading principles upon which I shall ground my propositions for the 
ensuing settlement are two The security of Government with respect to its revenues, and 
the security or protection of its subjects The foimer will be best established by 
concluding a Permanent Settlement with the Zamindars or proprietors of the soil. The 
land their property is the security of the Government The second must be ensured by 
carrying into practice, as far as possible, an acknowledged maxim of taxation. The tax 
which each individual is bound to pay ought to be certain, not arbitrary The time of 
payment, the manner of payment, the quantity to be paid, ought all to be clear and plain to 
the contributor and every other person ♦” 

Sir John seems to have somewhat abated his ardour for Permanent 
Settlement as shown by a later minute. But Lord Cornwallis remained 
firm. His minute of 3rd February 1790 reviewed Sir John’s I new argu 
ments, and replied to them. The Directors approved of His Lordship’s 
views in their despatch of 29th September 1792. And thereupon Lord 
Cornwallis issued a proclamation, on 22nd March 1793, announcing the 
permanency of settlement which had already been concluded or was yet in 
progress. Regulation I of 1793 was passed accordingly. 

The revenue demand from the Zamindars of Bengal, fixed in 1793 
for all time to come, was calculated at 90 per cent, of the gross rental, and | 
had amounted in 1790-91 to Rs. 2,68,00,989 This was as high as it was 
possible to go at the time. It was three times the collection of Maharaja 
Nandlrumar’s m the last year of the Nawab’s rule, 1764-65, which was only 
81,75,533 It was double the collection in the first year of the Company’s 
Diwani, 1765-66, being Rs 1,47,04,875 Withm a generation it was raised 
by 200 per cent. It needs but to mention this figure to show that the 
Permanent Settlement of 1793 did not in any way err on the side of 
liberality at the time it was made, whether we consider the actual amount 
demanded, or the proportion (90 per cent.) of the rental fixed as the basis 
of the demand The demand being once fixed, the Zamindars, 
whether they were originally land-owners or not, got full proprietary 
rights in their Zammdanss , capital investment in agriculture was 
thereby encouraged , so that to-day the amount paid by way of land 
revenue to the State in Bengal, Bihar and Orissa, is a steadily diminishing 
proportion, being estimated at less than 25. per cent of the total rental of 
lie landlords. 

{]}) Land Revenue Settlement in Madras. 

In Madras, the situation of the East India Company was materially 
different. Though the first beginnings of the Company’s political power 
were made m Madras, and though the defeat of the rival European power 
was crushing and complete, for a lon g time the Company’s possessions in the 

" * The laat words of the mmnte recall— 'if they do not reproduce verbatim— o*e of 

the famous canons of taxation lard down by Adam Smith But in respect of this Land 
Tax (hr rent?) the canons of taxation were by no means always attended to 

t Sir John Shore's minute is pnnted m Report V; 1812 , Lord' Cbrnwallis’ minutes 
also in the same document. 
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tenmsula remained insignificant. Viewed only as a military incident, tlie 
Battle of Wandewash was, perhaps, a much greater victory than the Battle 
of Plassey. But the consequences were different The triumph of Plassey 
led irresistibly to the Diwani of Bengal, Bihar and Orissa , the victory of 
Wandewash was dissipated in the ill-timed haste of the Company’s servants 
to enrich themselves Instead of the Company acquiring any permanent 
interest in the administration of the territories of Nawab Mahomed Ah 
of Karnatic, their dominant position was used by the Company’s servants — 
as It was also used m Bengal, but for a much shorter time — for their mvn 
private ends. The Nawab’s vices ministered to the greed of his allies. 
He was induced or blustered into contracting debts of enormous sums to 
the servants of the Company, who charged interest, not in proportion to the 
value of the money lent, but in accordance with their calculations of 
getting rich’\ The only security that the Nawab could offer to bis 
graspmg creditors was the revenues of his dommions, which were, there- 
fore, collected by the Company’s servants in the name of the Nawab. 
This wholesale farming of the revenues of the richest provinces was 
obviously inconsistent with any dictates of moderation, forethought or 
statesmanship. The Madras Presidency, therefore, has no revenue history 
right upto the close of the 18th century, beyond the miserable story of tb& 
insatiable greed and unbounded rapacity of the Company’s servants and the 
Nawab’s creditors. The revenues from the districts which the Company 
had acquired were often insufficient to meet the expenditure as the following 


table showst . — 

Year. 

Total Reiemie. 

Expenditure Net 

Surplus or defioit. 


£ 

£ 

£ 

1767-68 

381,330 

489,013 

—107,682 

1768-69 

369,720 

691.471 

—321,751 

1769-70 

500,100 

467,492 

+ 36,608 

1770-71 

562,359 

434,392 

•+127,960 

1771-72 

558,860 

407,446 

+ 151,414 

1772-73 

529,233 

309,138 

+ 220,059 

1773-74 

524,762 

407,144 

+ 117,618 

1774-75 

503,629 

454,589 

+ 49,040 

1775-76 

514,591 

345,867 

+ 168,724 

1776-77 

563,349 

533,182 

+ 30,167 

1777-78 

283,198 

485,830 

—202,632 

1778-79 

. 494.208 

803.924 

—309,716 


.»The history of British rule in the Madras Presidency, as we know it 
to-day, can be said to commence properly only after the final defeat pf 
Tippu Sultan in 179,9. It is true the Northern Circars had been acquired- 


* The notorious Paul Benfleld made such an ample fortune m a short time that m 
1782. when the question of the Nawab’s debts was brought before Parliament, he had at 
least 10 purchased votes m that august body at his disposal 
* t IV Report Committee of Secrecy 1812 pp 672-74. 

N.B.— 'total surplus for the penod ,£897,642 I 

Total deficit „ „ „ :£941,V82 1 


-44,139 
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long beTore that, along with the Diwani of Bengal, m 1765. But the ces- 
sion, though made by the titular Etnperoi of India, was not quite accepted 
by the de/crcto luler of the Province— the of the Deccan — till the 

time of the Mysore Wars. The Court of Directors had instituted a Com- 
mittee of the Circuit as early as 1775 for those districts, with a view to make 
some definite arrangements for the collection of land revenue from those 
districts But the committee was abolished by Rumbold m 1778, and he 
made a five years’ settlement with the Zamindars of the Northern Circars, 
after enhancing the revenue demand by 50 per cent The practice of 
annual settlements was resumed m 1783 which lasted up till 1786, when a 
three years’ settlement was made, which was changed into five years m 
1789, the State demanding two-thiids of the Zamindars’ gross collections. 
The same arrangements were made with the new district of Guntoor acquired 
m 1788 . 

Besides these Zamindari lands, there were in the Northern Circars 
also other lands, known as the Haveh lands, belonging more directly to the 
Government These lands were mostly tracts adjoining the chief cities, 
and reserved, under the old regime, for the supply of the garrisons and 
Civil Government After the establishment of British rule in the Circars, 
these lands were left to be settled at the discretion of the Government. 
And tlie Company at first adopted the system of farming out the revenues 
of these districts through the agency of speculating renters i . The existence 
of the village community was ignored, m spite of the immemorial custom, 
and though accepted by all previous rulers in settling and collecting the land 
revenue. The first reform was made in 1787 when revenue coUectors were 
appointed, who adopted two different methods of collection. In some places 
the farming system was continued, while in others the practice of collection 
m kind from the cultivators direct was adopted. This may be taken to be 
the beginning of the later-day Ryotwan system, though the general practice 
at first was for the Collectors to make settlements with the head inhabitants 
of the villages, who then made a separate arrangement with each individual 
cultivator. In 179+. the Company abolished the chief and councds, and the 
Collectors became directly responsible for revenue settlements under the 
Board of Revenue I 

The Zannndary lands in the Northern Circars were permanently ^ 
settled m 1802-5 under the influence of Lord Clive § The Haveh lands 
were then parcelled out into Mootahs in the same period, each yielding a 
revenue of between 1,000 to 5,000 Star Pagodas, and were sold by public 
auction as permanent Zff/MjHdcims. So also the Jkagtr lands round about 
the town of Madras. 

The other districts of the present day Madras Presidency were 
acquired between 1792 and 1802. Cornwallis added to the Company’s 
possessions Salem, Knshnagin and the Baramahal after the P eace of 

Vide Report 1312 ~ t Vide Report 1812. p 85 ^ 

t V. Report ibid 1812, pp, 93-98. § A. son of the great Lord Clive, 
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Sermgapattam. Wellesley annexed Canaia, Coimbatore, and Palgbat from 
the Mysore territory m 1799 The Raja of Tanjore, who had been ousted 
m 1773 to satisfy the greed of Mahomed All’s creditors and restored in 
1776, was now finally deposed ; and his territories helped to round up the 
Company's dominions His old oppressor— the Nawab of Arcot— was made 
by the same Pro-Consul to retire on pension, and the whole of the Carnatic 
was annexed When the country between the Krishna and the Tunga- 
bhadra was ceded by the Nizam under the subsidiary alliance, the Madras 
Presidency was practically complete. The settlement of these new districts 
was for a long time a vexed question The generation which had influenced 
and carried out the Permanent Settlement of Bengal was passing away. 
The needs of the Company were constantly growing, and the conclusion of 
a fixed settlement — unalterable at any time in the future — was beginning to 
be regarded as injurious to the interests of the Government. 

Conspicuous among the settlement officers of the time stands the 
name of Sir Thomas Munro. His first experience was in the Baramahal 
which he settled on the Ryotwari basis completely m 1798 The new 
system was all the more easily adopted as there were no great land-owners 
in the country, corresponding to the Zamindars of Bengal or the Northern 
Circars It involved much greater tiouble in administration owing to there 
being 20,000” different individuals from whom the revenue had to be 
collected. But the total yield was considerable, and Munro became confirm- 
ed by this experience in his belief regarding the advantages of a Ryotwari 
settlement He did, indeed, desire an element of permanency in the 
arrangements with the Ryots, in order to stimulate improvements in 
agriculture. But the Madras Goveinment did not adopt the suggestion. 
He was then appointed to settle Canara (1801), and the Ceded Districts of 
the Nizam (1801-07), in all of which he adopted the system of settling and 
collecting the revenue from each individual cultivator From an exclusively 
revenue stand-point the results were eminently successful, as the revenue 
from land was raised from ^£'402,637 — as it was before the Settlement t to 
;£'606,909 after the Settlement But the mischievous principle was estab- 
lished whereby revenue officers began to judge of their efficiency according 
to the amount of their collections, no matter vhat the hardships of the 
practice might be on the people at large 

The Malabar Districts, which had been acquired in i792, and were art 
first made over to the Bombay Government, were also settled mostly on a 
Ryotwari basis. The experience of the Bombav authorities in eight years of 
administration was not very encouiaging. They had at first adopted the system _ 
of annual settlements with the Rajas and Nair Chiefs, but on the failure of 
the lattei to pay punctually, their lands weie confiscated. They made a 
futile rebellion The prmince was then transferred to the Madras Govern- 
ment, who, under the direction of Lord Clive, made some settlements with 
the Nair Chiefs But they weie graduall y ousted, and separate settleme nts 
* Miipro 3 letterj dated 21st September 1800. t V. Report 1812 p> 134. 
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with individual cultivators became then the rule. The same fate befell 
the Pattcrkciai s of the Tanjore terntoiy which was annexed m 1799. The 
Pattahdars were the head lyots tieated by the old Rajas as the middle- 
men for their revenue demands. The British Government made- settlements 
with individual cultivators (1804), fixing the revenue with reference to the pro- 
duce of an average number of years, without any survey valuation of the lands. 

1 he Pohgars of the Karnatik fared hardly better. The first settle- 
ment under the British Government (1799-1800) raised the revenue demand 
at once by 117 per cent, against which the Southern Polygars openly 
rebelled ' But the rebellion was put down, and a number of estates were 
confiscated. The revenue demand was made progressive for several years, 
to be fixed ultimately at 66 i>er cent, of the gross collections, and was after- 
wards reduced by the permanent settlement of 1803 to 51 per cent, of the 
gross rental m the districts of Tinevelly, Ramnad, and Sivaganga. This system 
was afterwards adopted in other parts of the Karnatic, excepting Chittoor, 
where most of the Polygar estates were confiscated, and settlements were 
made with the tenants directly 


The whole question of the Land Revenue settlement formed the 
subject of a very animated discussion in the early years of the last century 
(1807-1820), the Madras system being the occasion and the focus. The 
respective merits of the three different systems — the Bengal system of 
Permanent Settlement (Zammdari), the Madras system of Ryotxvan settle- 
ment, made permanent as suggested by Munro in 1807, and the Mauzaxvan 
settlement with the village community, as suggested by the Board of 
Revenue — were hotly debated upon. The Ryotwari system was urged by 
Munro as combining equal advantages to the Government and to the 
people, if certain modifications he suggested were made. The settlement 
with the Ryots, he thought, ought to be made permanent, after the demand 
was reduced from 45% of the produce to 33-^% That would encourage 
agriculture, not only because a larger margin would be left to the cultivators, 
but also because new lands would be taken into cultivation more readily. 
The two other alternatives did not meet with the approval of the Court of 
Directors, and so the Ryotwan system was ordered to be adopted, without 
tfie changes suggested by the statesmanship of Munro, m all the new 
Provinces. 


• The following table shows the growth of Land Revenue in the 
Madras Presidency under the Company (1800-1837) . — 


Madras Land Revenue 


Year £ Yeai 

1792-93 742.760 1831-32 

1801-02 1,095.972 1832-33 

1810-11 1,071.666 1833-34 

1815-16 3,609,668 1834-35 

1820-21 3,738.460 1835-36 

1825-26 . 3,798.682 1836-37 

1830-31 ., 3,460.329 1837-38 


3,252,117 

2,940,703 

3,176,708 

3,256,835 

3,297,602 

3,161,490 

3,431,270 
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(c) Land Revenue in the Northern Provinces of Agra and Oudh 

The districts which aie coiiipiised to day in the United Provinces 
of Agra and Oudh came under the British rule very gradually. Benares 
and the terntoiies around were annexed by Hastings in 1775 on the death 
of the Nawab of Oudh, Allahabad and the adjoining districts were ceded 
by the Nawab in 1801 The conquests of Lord Lake m the Maratha War 
of 1802-03 brought Agra and the basin of the Ganges and the Jumna. 
Finally the province of Oudh was annexed in 1856. 

The first to be settled was the Benares territory The Raja of Benares, 
by a treaty of 27th October 1794, relinquished all his rights to the British 
Government — except the Zamindaii rights over the tract which had formed 
the original patrimony of his family In the follpwing yeai a permanent 
settlement, similar to that of the Bengal Settlement, was made with the 
village Zamindars 

The districts ceded by the Nawab of Oudh m 1801 and the Provinces 
conquered by Lake in 1802-03 were the next to be settled, Henry 
Wellesley was the first administrator of the ceded districts, and he made a 
three years’ settlement raising the revenue bv nearly 25 pei cent over the 
Nawab’s demand , By Regulation XXXV of 1803 it was notified that after 
the first triennial settlement, anothei settlement for thiee years would be 
made, to be followed by one of four yeais, and at the end of ten years a 
permanent settlement would be made The conquered provinces weie also 
placed under the same regulation Regulation X of 1807, repeated this 
pledge. But, meanwhile, the Special Commissioners appointed in 1807 — Cox 
and Tucker— pronounced against a Peimanent Settlement concluded so soon 
after the acquisition of the territories! And though their suggestions were 
condemned by Colbrook in a strong minute of that year, the Directors had 
already realised the value of tempoiary settlements, and they declared 
themselves against permanent settlement in no ambiguous terms Lord 
Mjnto and his councillors fought hard but in vain, against this policy of 
"'Grasping at the highest revenue and wringing fioin our peasants the utmost 
rent ” The directors looked only to then owm dn idends which w^ere after 
1813 seriously threatened by the cuitailment of their trading monopoly, and 
which could not but derive considerable benefit from the steady increase in 
revenue as shown by the table 1 — 

* The Nawab's Land revenue assesainenl was Rs 1,35,23,474 
British Assessment 
Tirst year Rs 1,56,19,627 

Second year 1,61,62,786 

Thudyeai 1.68,23.063 

Cp Dutt Indian Under Early Bfittih Rule p 175 
* fCp. Rep. dated 13th of April 1808, Colbrook s minute of 17th March 1820 

IThe difference between the Land Revenue and gross oi total revenue is acconated 
for by the Abkan Revenue or income derived from the taxation or the sale of spiritwws.. 
liquors in the province — a practice inherited from the preceding Government 
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Conquered and Ceded 

Districts — North India 


Year 

Land 

Total 

Year 

Land 

Total 

Revenue 

Revenue 


Revenue 

Revenue 


£ 

£ 


£ 

£ 

1807 

2,008,955 

2,065,396 

1813 

2,508,681 

2,931,906 

1808 

2 042,347 

2,304.004 

1814 

2,502,223 

2,815,579 

1809 

2,254,791 

2,579.949 

1815 

2,483,133 

2,891,045 

ISIO 

2,392,852 

2 782,642 

1816 

2,665,667 

3,130,853 

1811 

2,414.737 

2,741,728 

1817 

2,626,761 

2,926,923 

1812 

2,224.709 

2,646,858 

1818 

2,892,789 

3,262,355 


Lord Hastings and his Councillors made one more effort for a Perma- 
nent Settlement in these parts — 

“It IB our imaDimouB opinion,'' they wiote, ‘ that the system of a Permanent 
Settlement of the Land Revenue, eithei upon the punciple of fixed oi of an 
asaessment determinable by a fixed and Invariable late, ought to be extended to the Ceded 
and Conquered Provinces * ” 

But the Directors’ reply was once more unmistakable and peremptory. 
In 1819 Holt Mackenzie — Secretary to the Board — had recommended 
a settlement with the village communities, wherever they exrsted, after a 
systematic survey and inquiry, with the rates of Revenue equallised as 
between the different districts I Bv 1821, Permanent Settlement had 
become altogether out of the question Mackenzie’s suggestion was, there- 
fore, accepted as the working basis The Government Resolution of 1822 
insisted upon the revenue demand being made at a fixed and moderate 
rate, and recommended that settlements be made with the landlords 
wherevei they existed, and with the xnllage communities where land was 
held in copaicenaiy. Regulation VII of 1822 declared the principles on 
which the settlement of Land Revenue in those Provinces was to be made. 
The Settlement was made village by village oi estate by estate t The 
assessment was to be so fixed as to leave to the landlords a net profit of 
20 per cent of the Jumma, or, m othei words, the State demand was to 
be as high as 83 per cent, of the rental. In those estates which were held in 
common tenancy, the State demand was to be as high as 95 per cent, of the 
rental, the 5 per cent deduction from the total rent being allowed by way of 
Mahkana allowance. This was the first attempt to carry out to its logical 
conclusion the theory of the State ownership of land. 

The policy of exacting the utmost possible from land was bound 
to, and did, indeed, defeat itself Within ten years after the Regulation . 
, of 1822, Lord William Bentmck had to reduce the State demand* from 83 ! 
to 66 per cent, and fix a period of 30 years duiing which a settlement was j 
not to be revised or, enhanced §, Martins Bird was appointed to make a 
* Revenue Letter of 16th September 1820 • 

t Mioute-of July 1st, lbl9 

1 Hence the designation of Mhalwan settlement, 

S Regulation of 1833, 
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new settlement on this basis , and his labours of nine years (1833-'1842) 
laid the foundation of the present Land Revenue system of the 
United Provinces He started by making a summary of all the land 
in a given area, and included every field within the area in a map prepared 
for the purpose, A professional survey was then made showing separately 
the cultivated and uncultivated lands. Then followed the most arduous 
portion of the work. The land tax for an entire area was fixed, to be 
apportioned, finally, among the villages comprised within the area. 
Though the rule of 66 pei cent of the rental was adopted, and previous 
assessments, the nature of the soil and crops were taken into consideration, 
the determination of the rental was none the less a guess-work, depending 
very much upon the personal bias of the settlement officer The idea of a 
permanent settlement was abandoned, but 33ird intended and desired to 
make this settlement permanent, at least in those areas which were already 
fully cultivated. 


This settlement was made more regular by the “ Directions to Settle 
ment Officers ” drawn up in 1842 by Thomason, the Lieutenant-Governor 
of the Province in 1843-53. The Settlement was finally completed in 1849, 
and was approved of by the Directors in their despatch ot August 13, 1851. 
The total Land Revenue demands and collections in N ortherii India in 
the last ten years of the settlement operations were — 


Yeai * Demand 

I 

1838- 39 4,554,899 

1839- 40 4,120,668 

1840 41 3,764,262 

1841- 42 4,161,903 

1842- 43 4,391,890 


Collection Year 

£ 

3,630,215 1843-44 

3,565,281 1844-45 

3,470,402 1845-46 

3,883,357 1846-47 

4,048,812 1847-48 


Demand Collection 

£ £ 
1,349,415 1,110,514 

4,345,882 4,128,744 

4,301,837 4,200.341 

4,307,700 4,232.122 

4,292,166 4,248,582 


The only defect of this assessment was that the fixmg of the Land 
Tax was uncertain and excessive. Article 52 of Thomason’s directions had 
indeed defined the net produce clearly enough , but the demand of 66 per 
cent., humane as it was compared to the previous demand of 83 per cent., 
left but little to the smaller cultivators Hence for the next settlement 
revised rules were issued, in connection with the resettlement of the Shaha- 
ranpur , and the most famous of them, Rule 36, runs — 

The assets of an estate can seldom be minutely ascertained, but more certain 
information as to the average net assets can be obtained now than was formerly 
the c,^e. This may lead to an over-assessment, for there is little doubt that the two- 
thirds, or 66 per cent , is a larger proportion of the real average assets than can ordi- 
narily be paid by Proprietors, or communities in a long course of years For this 

* These figures are taken from Dutf s InAia under the Que2n, p 46 It is difiScult 
to giv* the figures for these Provinces continuously from their conquest, as for a long time3 
they formed part of the Presidency of Bengal It is only smca 1835, when they were 
separated, that it is at all possible to compile separate figures This factor probabiy 
explains also a part of the later day variations in Provincial revenues— the 
constant shifting of territories. 
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reason Qovernment had determined so far to modify the rules laid down 
In paragraph 53 of the Directions to Settlement Officers as to limit the 
demand of the State to 50 per cent, of the average net assets. By this it is 
not meant that the Jumma of each estate is to be fixed at one half of the net average 
assets, but that in taking these assets with other data into consideratton the Collector 
will bear in mind that about one half, and not two-thirds as heretofore, of the well 
ascertained net assets should be the Government demand " 

This rule is now the basts ot Land Revenue Settlement of India in all 
provinces where the demand is not permanently fixed. 

[d) Land Revenue in Bombay 

Relatively speaking, the present Piovince of Bombay came much later 
under British rule, though the earliest English Settlements m India were on 
the Western Coast. All through the eighteenth' century the expenditure of 


Bombay habituaily 
below 

exceeded the 

revenue ai 

i is evident 

from the figures 

Year 

Land 

Other 

Total 

Gross 

Revenue 

Revenue 

Grobb Revenue Expenditure 


£ 

£ 

i 

£ 

1 792-0 J 

79,025 

157,530 

236,555 

844,096 

1801-02 

54,571 

252,421 

305,992 

1,414,825 

1806-07 

388,536 

384,333 

772,859 

2,474,209 

1811-12 

433,785 

308,941 

7'«2.726 

1,542,485 

1816-17 

498,102 

382,303 

860,405 

1,90-2,460 

1821-22 

1,761,910 

1,093,830 

2,855,740 

3,609.894 

1826-27 

1,873,427 

715,556 

2,588,983 

3,975,411 

1831-32 

1,395,891 

700,432 

2,098.243 

1,416,079 

1832-33 

1,411,980 

683,354 

2,125,340 

2,662,741 

1833-34 

1,629,580 

662,627 

2,292,207 

2,660,037 

1834-35 

1,544,183 

642,751 

2,186,934 

2,591,244 

1833-36 

1,719,895 

704,549 

2,424,444 

2,572,067 

1836-37 

1,842.759 

863.103 

2,705.862 

2,999,878 

1837-38 

1,858,525 

730,040 

2,587,565 

2,914,857 


The land revenue system in the annexed territories of the Peshwa had 
given prominence to the village community. The Government dues were I 
collected through the Patels or the headmen of the villages, who wer^ here-| 
ditary chiefs holding their land and getting their fees in virtue of a grant' 
generally made by the Moghul rulers of the country. Under tfie famous 
Mirasda-n tenure the Deccan Ryots were proprietors of their estates on 
condition of paymg a fixed land-tax to the Government. Mount Stuart 
Elphinstone, the firsf Governor of the provmce, issued his instructions to the 
Collectors and Mam}atdars in his letter of July 10th, and 14th, 1819.’ The 
basic prmciples were . “ to abolish farming but otherwise to maintaip the 
.fjative system, to levy the revenue accofdijig to the apttial cultivation, to 
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make the assessment light, to impose no new taxes, and to do none" away 
unless obviously unjust; and above all, to introduce no innovations.’”' 


The various district administrations -were then allowed to gather 
their own experience, and on the submission of the reports together with 
the mmute of Mr. Chaplin, the Commissioner of the Deccan in 1822, (20th 
August), Elphinstone ordered a gradual survey and assessment of the whole 
presidency. He ordered once again that the authority of the village officers 
and the ancient rights of the cultivators should be preserved The idea of 
survey settlements was approved of by the Directors, and they were there- 
fore commenced (1824-28) by Pringle. The. settlement of Land Revenue 
was to be based on the principle of Munro m Madras, i.e , ird of the field 
produce being taken for the State 1 Pringle’s assessment 

“ was based on a measurement of fields, and an estimate of the yield of various 
soils, as well as the cost of cultivation , the principle adopted bting to fix the Govern- 
ment demand at 55 per cent cf ibe net produce * But the measurement was so 
faulty and the assessment so heavy that from the outset it was found impossible 
to collect anything approaching the full reveDue§ " 


The system was eventually abandoned and a resurvey ordered in 
1855, was earned out by Goldsmith and Wingate, whose twelve years’ labours 
ended at last in a regular settlement They abandoned the attempt to fix 
a standard or ideal assessment by discovering the yield from the soils and 
then fixing a certain proportion as Government demand They adopted 
the simple expedient of ascertaining the average character and depth oL 
soil m each field, and classing it accordingly, no less than nine gradations 
of valuation being employed for the purpose. In fixing the rates of assess^ 
merit they were guided by purely practical considerations as to the 
capability of the land and the general circumstances of the districts. 
That is to say after classing the soils into nine different qualities they fixedj 


1819. 


Elphmstone’s " Report on the Territories conquered from the Peshvva " October* 


f In a work published in 1807 and called " Journey from Madras " SiC Dr Bucha- 
nan gives some interesting calculations relative to the incidence of the land-revenue m 
Madras. 

He says •— 

For a field of For a field of 



poor quality. 

best quality 


£ s. d. 

£ s d. 

Land Tax 

0 12 8i 


Collections charges 

0 1 3J 

0 16 10 

Seed 

0 9 4i 

0 9 4i 

Expenses of cultivation 

0 9 4J 

0 9 

'Interest . 

0 1 11 

0 1 2 

Landlord 

0 1 12 

0 8 64 

Culbvator 

0 7 8 

1 5 64 

Total 

2 3 SJ 

3 10 84 

Land Tax 

32% 

24% 

Expenses of cultivations 

46% 

28% 

Cultivator 

22% 

48% 


t Bombay Administration Report 1872-73 page 41 


ilbid. 



the assessment of the districts, after such inquiries as “ the present con- 
dition of the agricultural classes, the state of the particular villages, the 
amount of the Government realisations, the prices of produce and similar 
considerations ’’ The revenue demand from the districts thus fived was 
then distributed among the villages and fields separately, though the 
assessment was fixed for a term of 30 years The basis for the assessment 
was not the produce of the lands, but the value of the land. In the ‘ 
letter of October 17, 1840, the Settlement OfBcers wrote, 

" It appears to u 3 that a proprietary right in land can only be destroyed by the 
imposition of an assessment so heavy as to absorb the whole of the rent , for as 
long as the assessment falls in any degree short of the rent, the portion remaining 
will give the value to the land, and enable its possessor to let or sell it, which, of 
necessity, constitutes him a proprietor ”t 

And in their still more celebrated Joint Report of 1847, which has now 
become the basis of the Bombay Land Revenue system, they wrote . — 

'The cultivator's title to the occupation of fields is indestructible while he 
confinues to discharge the assessment laid upon them , though his ehgagement for 
each be annually renewed By placing the assessment on each field, instead of on 
his whole hplding, he is enabled, when circumstances make the course desirable, 
to relinquish any of the former, or to take up others which may be unoccupied, so 
as to accommodate the extent of his liabilities to his new means. The fixed field 
Ksessment for the term of 30 years, introduced by our surveyors, thus secures to 
the cultivator the advantages of a thirty years lease without burdening him with any 
condition beyond that of discharging the assessment for the single year to which his 
engagement extends,” 


d T weak point in this system was that the actual assessment 

epen e on the judgment of the revenue superintendents instead of being 
fixed by law unalterable ; and though Wingate used his powers with mode- 
ration, it cannot be expected that all officers would be equally endowed 
with his tact and sympathy. 


(e) The Punjab Land Revenue 

Province, if we except Oudh which was 
exed in 1856, added to the dominions of the East India Company Its 
.assessment could scarcely be expected to be completed within the ten or 
Company’s rule Under the indigenous governi) 
tu/ . of assessment was to take one^half of’ 

— Id practice the collection averaged between 

*Classificatinn rif ^ ^ — — 


SettlemenT 

Class Annas . class Annas Class. 


Annas 


depth*^ brown soil, uniform structure, 1| to g cubit 

Land If structure, lighter colour, less dep*tb 

depth. coarse and gravelly loose, light, brown to grey, 1 to J cubit 

fColdsmith and Wingate’s letter of October 1840, m reply to Sadai Board’s letter 
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one-third and two-fifths The collections, it must be observed, were iliade in 
kind, not m money The British Government introduced the system of cash 
payments, the assessment being one-third of the gross produce. Sir John 
Lawrence wrote to Nicholson : — 

“ Assess low leaving fair and liberal margin lo the occupiers of the soil and 
they will increase their cultivation, and put the revenue almost beyond reach of bad 
seasons Eschew middlemen. They are the curse of the country everywhere ” 

In Spite of this injunction, however, the assessment was increased from 
^'820,000 m 1847-48 to :^1,106,000 m 1850-51. And as the prices were 
falling the collections in cash proved very onerous. Sir J. Lawrence per- 
ceived the hardships, and so in a few years he reduced the Land Tax of the [ 
Punjab from one-third to one-fourth and then to one-sixth of the gross ‘ 
produce. In spite— or perhaps because — of these reductions the revenues of 
the Punjab increased in 1856-57 and 1857-58.' 

Demand Collection 

£ £ 

1856- 57 1,485,000 1,452,000 

1857- 58 1,465,000 1,452,000 

The regular settlement of the Punjab was based on this rule of taking 
one-sixth of the produce of the land Under the system described by J. S. 
Mill — 


“ One and the same man IS usually absolute proprietor and generally the sole 
cultivator, though he may occasionally lease out a few fields to tbe tenants He is 
saddled with no rent He has to provide for the cost of cultivation and for the 
Government demand , the rest of the produce he may devote to the maintenance ol his 
family and the accumulation of his capital But these men, well maintaining their 
individuality, do not belong to the viliageco-nmunittes . .... 

The British Government has from the first decided on levying the tai- on money pay- 
ments assessed for a number of years Tbe present proprietors compound with the 
State for a fixed period, such assessment and compounding being technically called 
a settlement But the proprietors do not engage individually with the Government, 

but by villages. . . Primarily each man cultivates 

and pays himself, but ultimately be is responsible for his co-parceneis and they 
for him, and they are bound together by a joint liability The Punjab system 
therefore, is not Ryotwarl. nor Zamindarl, but the Village System.” - 

B. Other Sources of Revenue under the East India Company 

It was ordained by the Charter Act of 1813t that the account showing 
the Territorial Revenue and Expenditure under the East India Company 
should be separated from their commercial accounts, that the former should , 
be apphed to (l) Military Expenditure, (2) Civil and Commercial establish- 
ments and to the payment of interest on the Indian, debt , the latter to be 
applied (l) to the payment of bills of exchange and the current payment of 
* Punjab Administration Repoit 
First Report in 1852 
t 53 George III c. 5, 155. 
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other dfebts ; (2) the payment of dividends and (3) to the reduction of the 
Indian debt or the Home Bond Debt. The Company’s trade profits had > 
averaged a little over a million sterling fiom 1765 to 1820 Thereafter they I 
fell rapidly till at the time of the final abolition of the Company’s trading 
monopoly m 1833, they were much below :!$'500,000. 

The following table shows the income of the East India Company from 
the other sources of Revenue, besides the income derived from land. Upto 
the end of the eighteenth century the revenue from other sources, in all the) 
dominions of the Company, scarcely exceeded the revenue derivedl 
from land alone. And, though as the Government became settled, the* 
revenues from other sources began to increase, the land revenue, upto the 
end of the Company’s rule, contributed more than one-third of the total 
revenue 

Total of other Revenue 

Year. £ 

1792-93 .. 4 , 312.227 

1801-02 .. 7 , 716.743 

1806-07 . . 9 . 887.079 

1811-12 . 11 , 826.081 

1816-17 .. 3 , 877,722 

1821-22 ... . 8 , 073,891 

1826-27 . . . 8 , 484,958 

The principal sources of revenue, besides the Land Revenue, were 
Salt, Opium, Abkaree or Excise, Customs, Stamps, and the Moturpha tax, 
abolished m 1853 except m Madras The system of direct taxation was 
almost unknown, unless we regard the Land Revenue as an instance of direct 
taxation. The Moturpha tax, universally detested while it lasted, was a tax 
on trades and professions, embracing weavers, carpenters, workers in metal 
salesmen, whether shopkeepers or roadside peddlers, some paying imposts on 
their tools, others for permission to sell the most trifling article of trade or 
the simplest tools of artisans The collection of the tax involved endless 
difficulties and occasioned a great deal of oppression After the Parlia- 
mentary enquiries, preceding the last renewal of the Company’s Charter 
the tax could not be maintained, especially as its total yield even m 
Madras did not exceed £-.100,000 a yeai. A more suitable and simple 
system of dnect taxation, was reserved for the new Government of 
India to commence. The other sources of revenue with which we are 
now famil^r, the income from the Railways and Irrigation Works, Post 
Office and Telegraphs, Forests &c. and other similar items, were as yet 
^own or insignificant. The last years of the Company’s Government 
did, indeed, witness the commencement of the Railway enterprise. In order 
to make up the guaranteed mmmjum of interest, Government h^d tq pay 


Year £ 

1831 - 32 6 , 726,913 

1832 - 33 6 , 995,986 

1833 - 34 6 , 823,119 

1834 - 35 14 , 802,929 

1835 - 36 7 , 608,353 

1836 - 37 7 , 941,403 

1837 - 38 8 , 187,077 
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the deficit instead of receiving any surplus from the Railway Companies.’*' 
But by far the most interesting portion of the history of Railways and 
Irrigation Works belongs to the period when the British Crown was 
directly responsible for the Government of India , and hence we may quite 
conveniently and appropriately defer that subject to the later sections of this 
work. With regard to those other items of revenue, such as the Forests, 
Post and Telegraphs, or Excise, a definite scientific policy, clearly con- 
ceived and generally enforced, could not be expected in an age when the 
chief statesmen and administrators were occupied in more absorbing, if, 
perhaps, less beneficial, subjects These also may, therefore, be considered 
in another place, 

We shall, therefore, describe briefly in this section those three sources 
of revenue, which, prominent under the Company, 4re as promment under 
the Crown, and in which there is more than a suspicion that the policy 
of the Company is continued, in all essential paiticulars, by the Government 
under the Crown, 


(a) Salt Revenue 


The East India Company had acquired a monopoly of the supply of 
salt in Bengal, some time in the eigliteenth century. Lord Clive had used 
this monopoly to facilitate the introduction of those reforms in the civil 
administration of the newly acquired territories, which were indispensable, 
but which would have been impossible if the greed of the Company’s servants 
had not been appeased in some way He, therefore, set aside the profits of 
the salt monopoly to form a fund accumulating at compound interest, and 
used for paymg a bonus to the Company’s servants With the settlement of 
the conditions of public service by Lord Cornwallis by the institution of the 
Covenanted Civil Service, 1793, the profits of the salt monopoly reverted to 
the Government Different systems were adopted in different provinces m 
order to secure this revenue In Bengal, salt was prepared by the Company’s 
agents! and a duty of Rs. 2-8-0 per maund of 82 lbs. was added to the cost j 
of production before fixing a selling price The salt obtained fr om the Punjab 


Amounts paid bv Government on account o£ Guaranteed Interest 
Year East India GIF 

Railway Railway 


1849 

1850 

1851 

1852 
1353 

1854 

1855 

1856 

1857 

1858 


£ 

5.002 
17.471 
37 185 
45.234 
52.071 
88,884 
195.770 
297.390 
354.511 
433,968 


£ 

3.063 

6,319 

16,310 

22,825 

25,002 

30,259 

60,^70 

116,612 

175,289 


1,528.046 456,049 

1 Evidence of Pjideaux, Comnjons.^ Fourth Report, 1853 


Madras 
Radv ay 
£ 


9,706 

18,115 

42,510 

81,139 

109,267 

260,734 
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mines 'was subject to a duty of Rs. 2 a maund, white salt from the Native 
States of Rajputana had to pass the notoiious Inland Customs line and pay a 
duty of Rs. 2 to Rs. 2-8-0 per mannd before it could be sold in the British 
territories In Madras salt was formed from sea-water by the simple and 
cheap method of evaporation. The Company could, therefore, afford to 
sell in the Southern Presidency salt at Re. 1 per maund, and yet obtain a 
considerable margin of profit In Bombay, also, the private manufacturers 
were allowed to lemove the salt from the pans on paying a duty of 12 
annas per maund, which, therefore, made up the salt revenue m that 
province The reason why the incidence of salt duty on the coastal 
provinces was apparently so fow as compared with the interior is to be 
found not merely m the cheaper production of sea-water salt than of the 
salt raised fiom the minps, but also because the regions on the coast were 
exposed to the competition of the foreign article. The Company levied an 
import duty of Rs 2-8-0 to Rs 3 a maund on all salt brought into India 
from beyond the seas. The object was, of course, to protect the indigenous 
producer against outside competition. The imports of the article from 
Cheshire and other parts of England were not, however, prevented or even 
discouraged, owing to the mistake of the Company m adding to the cost 
price of the Bengal salt the expenses of collecting the revenue before adding 
the duty and fixing the cost price, which thereby enabled the English 
importer to undersell the local producer. 

It was deposed by Mr. Alwin before the Select Committee of the 
Commons that the nett salt revenue of the Company was ^"800,000 in 1793 
and 300,000 in 1844 , the total salt manufactured m this period was over 
200 million maunds, and the total revenue during the same period was 
;i'60,000,000 

The criticism directed against the salt monopoly of the Company’s 
government usually took the form of deprecating any revenue from such a 
source, and, failing that, urging the manifold abuses of a system under which 
prices were fixed arbitrarily and unduly high, and collectors were exposed to 
a strong temptation for oppression. Smuggling was profitable, and therefore 
inevitable , dangerous, and therefore popular atid fashionable. 

ib) Opium Monopoly 

The Revenue from Opium was the result of a more rigid, though, 
perhaps, at least in India, a less obnoxious monopoly. It was more rigid 
because Opium was a natural monopoly of India, and therefore a strong 
Government could make its monopoly complete more easily than in the 
case of such an article as salt. It was less obnoxious, because the.bulk of | 
the Opium revenue was paid not by the Indian, but by the Chinese 
consumer. Whatever may have been the indignation in the minds of 
English Puritans abouf the Opium traffic of the East India Company, the 
Indian people did not find it altogether so hurtful as the salt monopoly. 

* See the Petitions and Memorials against the salt monopoly from Bengal, Bombay 
an^ Madras, quoted by Dqtt "Indta under the Early BrtUsh Rule" and "India under 
the Queen," 
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In the Company’s territories, poppy was chiefly cultivated in ‘Bengal. 
No one was allowed to cultivate except under an undertaking to deliver 
the ]uice to the Government at a fixed price. The mice was then refined 
and manufactured into opium, in the two factories of Patna and Benares ; 
and was then sent down to Calcutta to be there sold by auction The 
government revenue consisted of the diflerence between the selling price 
realised in the auction sale and the cost price, including the payments to 
the cultivators and the expenses of the factories The bulk of the Opium 
revenue thus came from Bengal Among the other provinces, only Bombay 
could show any considerable Opium receipts But these were the result, 
not of a monopoly as in Bengal, but ot a transit duty levied on the export of 
Opium from the Native States of Rajpiitana and Central Provinces for 
shipment at Bombay or Karachi. Before the conquest of bind, the Native 
States’ product passed through that province and evaded the Company’s 
Customs Houses But after 1843 Ojjium revenue in Bombay increased 
considerably. It was levied at the^rate of Rs 4Q£l4after\\ards raised on 
every'chest of 123 lbs. 

(c) Customs Revenue 

Besides the uneconomical and wasteful Inland Customs line, the sea 
customs duties levied at the ports were collected under a variety of acts and 
at rates as shown in the table m the foot-note ' 


* Indian Customs Tariff 1853 


Books British 

Import Dutv, 
Free 

Salt, Bengal 

,, Foreign 


,, Madras 

Cotton and silk piece g 

[oods, 


British . 

. 5% 

Wines and liquors 

Cotton and silk , Foreign 

. 10% 

Tea . 

Cotton and silk thread, 


Woollens Bntish 

yarn, British 

3% 

,, Foreign 

Cotton and silk thread, 

twist 

yarn, Foreign 

7% 


Horses and animals 

Free 


Marine stores, British 

5% 


,, ,, Foreign 

10% 


Metals British 

3% 


,, Foreign 

10% 


Beer, ale, liquors 

5% 


Manufacture ... 
Miscellaneous 

I '''ere raised during 


Import Duty 
. 5/- per maund. 

6/- M 

3/- a gallon 
2 / a gallon 
10% 

5% 

. 10 % 


the Mutiny 


British Tariff 


Orna&iental cane work 

Muslins 

Calicoes 

Other cottons .. 

Goat wool shawls 
Lacquer ware ... 

Mats 
Raw silk 

Silk-Manufacture 

Tafietas 

Sugar. 


1812 

1824 

1832 

71% 

50% 

37i% 

30% 

27J% 

10% 

71% 

67i% 

10% 

27% 

50% 

20% 

71% 

67i% 

30% 

71% 

62% 

30% 

68J% 

30% 

20% 

23% per H). 

plus 4/- 
Prohibited 

4/ per’Ki. 

10/- per 111 

Prohibited 

-20% 


;^3-3 perowt 

30% 

/ 9 13-0 per cwt 

£ 1-12-0 per 0 

Or 65% 

or 300% 

or 60% 



The maximum duty levied by the Indian Government never exceeded 
10 per cent. On the other hand, England, before she had finally given up, 
in 1846-1860, the protectionist policy adopted since the reign of Elizabeth,' 
had imposed import duties on Indian articles at as high a late as 71 per 
cent , when she did not altogether prohibit the import of certain articles such* 
as silk manufactures, as shown by the table in the foot-note on p. 23.’*^ We need 
not pause here to dwell at length upon the disastrous results to the Indian 
industries of this policy of England The melancholy tale has been only too 
often and too well told bv the witnesses, mostly Englishmen, before the various 
Parliamentary Committees of Enquiry at each successive renewal of the 
Charter The late Mr R C Dutt’s Economic History of India furmshes 
ample information — though it might appear one-sided at first reading — of 
the gradual decay and rum of Indian industries, as much by the new methods 
and machinery of business, as by the strong protection to domestic industries 
granted by England. We may but quote a few remarks of List — the German 
Economist — which explains the policy of England — 

"Had they (the English Statesmen) sanctioned the free importation into England 1 
of Indian cotton and silk goods, the English cotton and silk manufactories must 
of necessity soon come to a stand still India had not only the advantage of cheaper 
labour and raw material, but also, the experience, the skill and the practice of 
centuries The effect of those advantages could not fail to tell under a system of 
free competition ., Accordingly, England prohibited the import of the goods 
dealt m by her own factories, — the Indian cotton and silk fabrics The prohibition 
was complete and peremptory Not so much as a thread of them would England 
perm%i to be used ’ ’ 

III — Principal Channels of Expenditure t 

The expenditure of the Company in India rose from /6,940,833 in 
1792-93 to a total of 41,140,571 in the last year of the Company’s existence. 
The analysis of 65 years of the Company’s expenditure shows that the 
pnncipal channels were • — 

{a) Military Expenditure, 

Every considerable increase in expenditure m any year as compared 
to a previous year is explained by the extraordinary expenditure caused by 
a war. Thus the wars of Lord Wellesley doubled the total expenditure/ 
between 1798 and 1805, Lord Hastings’ wars added 50 per cent, and 
the Burmese wars of Lord Amherst accounted for another 20 per cent, 
addition as compared to the previous record. It would not be always" easy, 
following a war, to effect considerable retrenchment to revert to the previous 
.figure. For if the war had resulted m no conquests, it would render any 
considerable retrenchments out of the question Hence it is that we find 
httle, if any, reduction^after the unnecessary and extravagant war with Afgha- 

* It must be noted that in some cases the duties levied in the first instance at the English 
ports were relati'iely small if the goods were broi^ht to the ports only in passing But if 
the goods were meant for home consumption the duties were subsequently raised very much 
t For figures relating to the Total Expenditure of the East India Company between 
1792-3 to 1857-8, see Table on p 2 ante 



nistan (1838-42) And even if the war resulted in a substantial territorial 
gam — as was the case with the wars of Lords Wellesley and Hastings, 
Hardinge and Dalhousie — the conditions under which the Company’s 
Government had to work m the conquered provinces made any return to 
the standard expenditure of peace-times impossible The expense of garrison- 
ing the conquered country, and organising de novo a strong civil government 
on an entirely new plan, could not very well accord with the peace standard 
expenditure. In this long stretch of time, therefore, we have only one 
considerable periqd of retrenchment, when a creditable and successful attempt 
was made to reduce expenditure, increased by a war, to its normal peace 
time basis When Lord William Bentinck received charge of the Govern- 
ment of India m 1828, the total gross expenditure in India was ^24, 163, 013, > 
when he left India m 1835, it was ;£'16, 684,496, with every prospect ofi 
further reduction. It was lower than any figure m the previous twenty 
years, though m the course of those twenty years, the Bombay Presidency 
had been annexed, as also parts of Burma and Assam. Again, Lord 
William Bentinck had introduced several important reforms in the machi- 
nery of civil government, which also involved additional expenditure. This, 
however, is not the place to discuss the financial administration of Lord 
William Bentinck , and vve shall, therefore, merely content ourselves by 
remarking that m the whole history of Indian financial administration, 
Bentmck’s achievements are unique, not merely because of the reduction m 
total expenditure, but because the reduction was carried out without any 
impairment of the administrative machine. Not even Wilson’s efforts after 
the Mutiny, or Lord Minto’s efforts after the Wellesleyan wars, can compare 
m magnitude of savings or improvements m admmistration with Lord 
William Bentmck’s. 

The only attempt made to remedy the constant growth of the military 
expenditure, which ought to be mentioned even in this brief sketch, was 
the brilliant idea of Wellesley to bring about a net-work of subsidiary 
alliances all over the country The idea merited a better fate than what 
eventually befell it. It must, indeed, be admitted that the system, 
in the then state of India, would, if earned out, have involv ed endless 
occasions for interference, and mnumeiable pretexts for War, foi which the 
author of the system would not perhaps have been altogether sorry We 
cannot, however, refuse to recoguise the grandeur of the idea Had it 
succeeded, it would have given the Company a dominating militaiy position 
at an Insignificant cost, and thereby rendered war practically impossible. All 
other efforts for getting rid of this incumbus of military expenditure, such ; 
as the reorganization of the army and its reduction and redistribution, • 
belong to a later period, and would, therefore, be discussed in a more 
appropriate place. ■, 

, (6) Civil Administration 

The expenses of civil administration rank next in importance after the 
military expenditure under the Company’s regime There is no detailed 
4 
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analysis, such as we now have presented to the Legislative Assembly every 
March, of the various branches of cn il expenditure under the Company 
We cannot, therefore, apply the general economic canons of public expenditure 
to the Company's expenses The civil expenditure of the Company increased 
with every increase in the territories of the country. It consisted almost 
wholly of the maintenance of the administrative departments The activities 
of public improvement and national development, such as education, 
communications, sanitation, irrigation works— all belong to a later period, 
though perhaps in every one of these the Company had made a beginning. 
Thus the first education grant was made in 1813 , railways were commenced 
in 1848 , irrigation work in the South and North had intermittently attracted 
official attention The Company’s system of expenditure, therefore, is open 
to the criticism — common, perhaps, to all European systems of public 
expenditure of the early nineteenth century, under the domination of the ideas ^ 
of ‘‘laissez faire " — that beyond maintaining peace and order, it did nothing to ' 
develop the resources of the country or improve the lot of the people. 

Another c riticism, not quite so obvious as the one already urged, con- 
cerns the diiaht^ of the spending authorities While the revenues of the 
Company were raised almost wholly in India, a considerable proportion of 
the same were spent in England. This division in the spending authorities 
inevitably made the control over expenditure very lax. The system was 
perhaps unavoidable in the first stages of the Company’s rule But the reor- 
ganization of the Company’s service by Lord Cornwallis and the institution 
of the covenanted Civil Service led to an increase and intensification of the 
evil which might well have been avoided m later years. The practical 
exclusion of Indians from the higher branches of admmistrative employment 
necessarily resulted in a top-heavy structure with an ever-increasing 
influx of English officials, whose pensions and allowances steadily increased 
the expenditure of a part of Indian revenues in England As the evil has m 
course of time become still more acute, its fuller discussion must be deferred 
to a later section. 

(c) The Company’s Investment and the Home Charges 

A resolution of Parliament in 1813 had provided that 

"The whole or part of any surplus that may remam of the rents, revenues and 
profits, after providing for the several appropriations, and defraying the several charges 
before mentioned, shall be apphed to the provision of the Company's investments 
in India, m remittance to China for the provision of mvestments there, or toivaTds the 
hqmdatlon of the debts in India, or such other purposes as the Court of Directors, 
with the approbation of the Board of Commissioneis, shall from time to tune direct ” 
What exactly the Investment of the Company in India was, has been 
very well described by a Select Committee of the House of Commons in tbeir 
9th report m 1783, in fhe following words . — , 

" A certain portion of the revenues of Bengal has been for many years set apart 
in the purchase of goods for exportation to England, and this is called fhe Investment, 
The greatness of this Investment, has been the standard by which the ment of the 
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Company’s pnnoipal servants has been too generally estimated This main '’cause 
of the Impoverishment of India has been generally taken as a measure of 
Its wealth and prosperity Numerous fleets of large ships, loaded with most 
valuable commodities of the East, annually arriving m England in a constant and 
increasing succession, imposed upon the public eye, and naturally gave rise to an 
opinion of the happy condition and growing opulence of a country, whose surplus 
productions occupied so vast a space in the commercial world This export from 
India seemed to imply also a leclprocal supply by which the trading capital employed 
in those productions was continually strengthened and enlarged But the payment of 1 
a tribute, and not a beneficial commerce to that country, wore this specious and , 
delusive appearance ' ‘ 

The Company’s Investment went on increasing, no matter what the 
economic condition of the country was in any given year. It has been esti- 
mated to have amounted on an average to £ 1,250,000 nearly every year until ' 
the limits placed on the Company’s trade in 1813. And when the Charter 
Act of 1813 had disabled the Company from trading m India, the place of ' 
the Investment was more than taken up by the Home Charges The table 
appended shows the regular growth of the Home Charges from ^1,445,216 
in 1814-15 to £ 4,492,470 mithe last year of the Company’s rule. 


Table showing expenditure of the E. I. Company in England 


Years 

1814- 15 

1815- 16 

1816- 17 

1817- 18 

1818- 19 

1819- 20 

1820- 21 

1821-22 

1822- 23 

1823- 24 

1824- 25 

1825- 26 

1826- 27 

1827- 28 


£ 

1,445,266 

1.217,397 

1,142,421 

1,122,291 

1,442.489 

1,303,019 

\xn,m 

1,335,921 

1,344,821 

1,273,478 

1,207,174 

1,914,293 

2,467,522 

1,960,570 


Years 

1828- 29 

1829- 30 

1830- 31 

1831- 32 

1832- 33 

1833- 34 

1834- 35 

1835- 36 

1836- 37 

1837- 38 

1838- 39 

1839- 40 

1840- 41 

1841- 42 


£ 

1,949,760 

1.956.316 

1,446,581 

1,476,655 

1,227,536 

1,293.637 

2.162,868 

2.109,814 

2,210,847 

2,304.445 

2.615,465 

2.578.966 

2,625.766 

2,834.786 


Years 

1842- 43 

1843- 44 

1844- 45 

1845- 46 

1846- 47 

1847- 48 

1848- 49 

1849- 50 

1850- 51 

1851- 52 

1852- 53 

1853- 54 

1854- 55 

1855- 56 


£ 

2,458,193 

2,944.073 

2,485,213 

3,044.067 

3,066,635 

3,016.072 

3,012,908 

2,750.937 

2,506,377 

3,262,289 

3,011,735 

3,264,629 

3,529,673 

4,492,470 


\t was deposed by a witness of considerable experience in Indian 
affairs before a Select Committee of the House of Commons in 1840 that aj 
smaU proportion-about l/5th-of these Home Charges represented the- 
value of stores supplied by England to India ' The remaining sums were 
absolute charges upon the revenues of India for which vo return whatever is 
mad's to India. 


’ Answer of) Montgomery Martin to Question 4135. 
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" IJ: IS a cuuou'; calculation,” he added “ to show that estimating the sums of money 
diawn fiom Biitish India foi the last thiitv yeais at thiee millions per annum, it 
amounts at 12 per cent compound interest to ;f723,994,971 Or, if we calculate it 
at t«o millions per annum for fifty years, it amounts to the incredible sum of 
£8,400,000,000 " 

As this, ho'wever, is the most widely controversial point in the whole 
field of Indian Finance, we must leave it at this stage in this brief intro- 
duction. 


IV. — The Public Debt and its Management 


The finance of the East India Company being in a state of chrome j 
deficit, as already remarked, the Company’s officers met every deficit by 
borrowing Usually they borrowed from the English Government or the 
Bank of England , and in the eighteenth century they had to pay interest at 
between 6 and 10 per cent But they more frequently borrowed in India, 
as the Government began to be more settled At the time when Lord 
Hastings had completed the conquest of the Bombay Presidency (1820-21) > 
the total debt in India was Rs 27,24,77,630 and in England £ 5 , 762 , 888 , with | 
an interest charge of Rs 1,63,15,400 in India and ;^253,247 m England. This 
debt was not finally paid off till 1858-59. Meanwhile the Government 
borrowed between 1823 and 1863 at 5 per cent, as a rule, though between 
1824 and 1835 small sums were borrowed even at 4 per cent. The bulk of 
the 5 per cent debt was converted to 4 per cent, but owing to the shock of 
the Mutiny, the lower rate could not be maintained Further efforts for 
reoigamzing the public debt belong to a later period.'' 


The war finance under the Company’s Government was a marvel of 
simplicity. Wars, in spite of their almost perennial existence, were regarded ' 
as " extraordinary ” occurrences And under the comfortable assurance that ’ 


these extraordinary charges could not recur, they were met out of borrowed 
monies, as the annual revenues did not suffice to meet the expenditure. 
When Lord Cornwallis left India, the interest-bearing debt of the Company 
was a little over £7 millions. By the end of the eighteenth century, it had 
risen to 10 millions, to be more than doubled in the next five years by the 
wars of Lord Wellesley, and raised to 27 million in 1807. The figure 
remained almost stationary upto 1824, the wars of the Marquis of Hastings 
bemg paid for by the surplus revenue from the Province of Bengal. The 
Burmese War of Amherst was a miserable chapter of mistakes and extra- 
vagance, and added £5 millions to the debt. Lord William Bentmck.foundl 
the public debt at £ 30,000,000 m 1822, and bis six years of administration! 


* Table showing debt of the East India Company. 
Tears £ Years 

1812-13 30,100,695 1842-43 

1817-18 29,992,760 1847-48 

1822-23 28.268,188 1852-33 

1827-28 35,436,500 1857-58 

I832.-33 35,842.926 1858-59 

1837-38 31,698,03- 1859-60 

1860-61 


£ 

35,769.418 

43,788,955 

49,667,987 

59,943,814 

71,557,369 

58.104.266 

93,036,688 
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continually reduced it, so that on the eve of the disastrous Afghan War it I 
was £26,9i7,000 (30th April 1836), This was the permanent registered debt 
of India In addition there were Treasury Notes and Deposits, and the 
Home Bond Debt of about three millions, so that the total debt on April 30th | 
1836 was 33,355,536. From that time onward, the growth of the PubliCi 
debt of India has been rapid and uninterrupted, though not quite so alarming 
for reasons given elsewhere. 

V.— Financial Organisation 

The financial administration under the Company suffered from the 
absence of any organisation The passing of Pitt’s India Act in 1783 had 
created a double authority in England in the Court of Directors, and 
the Board of Commissioners, or the Board of Control as it is more com- 
monly known in history. While all administrative authority was vested 
m the Court ot Directors, including the management of the Finances of 
the Government of India, the final control lemained with the Board 
of Control, ultimately represented bv a Cabinet Minister who was Piesident 
of the Board The object of instituting this controlling authority was 
probably the laudable desire to keep a commercial body, like the Court 
of Directors, from abusing the Company’s territorial' powers m India In 
course of time, however, as far as the finances of the Company were 
concerned, this division of authority was by no means fraught with the 
happiest results The slight shadow of justification that there w'as while 
the Company was a commercial body disappeared with the abolition of 
the Company’s trading privileges in 1813 And after 1833, we have the 
curious spectacle of the Directors standing up for economy m India, even 
against the wishes of the Cabinet. The greatest financial blunder and 
disaster of the Company’s rule— the Afghan War — was achieved by the , 
Board of Control in the teeth of the opposition of the Directors , and as 
to confess the blunder frankly and make leparation for it handsomely 
would have been unbecoming to a Minister of the Crown in the early 
Victorian Era, the affau was hushed up as best they could by making the 
Indian Government bear the burden of the folly of English ministers 

But, if financial mismanagement was inevitable owing to a division 
of authority in the poweis of England, there was nothing m the financial 
administration of India by the Company to deserye unmitigated praise. 
Passing over the period of commercial activities, 1600-1747, as also over the 
short inglorious interval when eyery seryant of the Company who was not 
a robbei was a fool, m the years yvhen the political responsibilities of al ' 
governing body were fully impressed upon the rulers, no attempt was made ] 
to place the financial organisation on a more stable footing The Governor- ' 
Genefal and the councillors were all alike equally responsible for every 
question of administration ; and finance was only an incident 'm the daily 
routine of administration. Even when m 1833 it was thought necessary t<j 
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enlarge the Governor-General's Council, by the addition of a special member 
for the purpose of making Laws and Regulations, no one deemed it necessary 
to tell off a member specially for finance The elaborate procedure which 
now characterises the Indian Budget and Financial Statement was unknown, | 
and perhaps impossible, under the Company And hence the financial 
wheel in the complex administrative machinery worked anyhow, somewhat 
on the same lines as the domestic accounts of many a private individual , 
so much income, so much expenditure , if the balance was a deficit, the 
amount must be got somehow ; if a surplus it must be spent anyhow 

This description may be unjust to men like Bentmck and Metcalfe, 
Elphinstone and Munro, Lawrence and Hardinge But great as these men 
were, and fully — even painfully — alive to the financial mismanagement going 
on before their eyes, they were powerless to remedy permanently the loot 
evil of the whole system. They might, indeed, try m their short period of 
supreme power to enforce good maxims of finance , but the evil revived 
with accumulated venom no sooner the strong hand had been removed. 

One of the reasons which made the evil so acute in India was the 
excessive centralisation effected in 1773 and confirmed in 1783, before there 
were developed the means to make good the dictates of the Central 
authority. The supreme authority, vested in the Government of Bengal 
by the Regulating Act, could not fail to be galling to the two sister 
Presidencies with their long traditions of equal and independent existence. 
The first Mahratta War was an early indication of the resentment, which 
the Bombay Government not unnaturally felt against its wanton supersession. 
And, in the years that followed, this rankling sense of injury never quite 
disappeared altogether Though the traditions of independence were 
supplemented by the requirements of legislation, the sense of responsibility 
had vanished altogether , and the Central Government was helpless to check 
Provincial extravagance, even when it did not itself set the pace for headless 
expenditure The Provincial Governments were theoretically subordinate 
both m raising and expending their incomes, according to the minute, meticu- 
lous regulations laid down by the Imperial Government But the three 
or four men who made up the Government of India had neither the know- 
ledge nor the energy to control the great provincial satraps A man like 
Elphinstone or Metcalfe could not fail to speak with a greater authority than 
an Amherst or Auckland. The difficulty was that while the Provincial 
Governments had no interest in collecting their revenues or economy in 
spending, the earning as well as the spending departments, which had 
necessarily to be left in the hands of the Provincial authorities, suffered from 
the negligence of local officers as much as from the meddlesome interference 
of the supreme authority. 

VI. — The Revenue of Wilson 

Into this chaotic mass, rendered still more confused by the last titanic 
Struggle, order lyas attempted to be brought by James Wilson, India’s 
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first Financial Minister.* The last three years alone had added nearly 
thirty million pounds to the public debt of India, and there was a 
gloomy prospect of endless deficits ahead The new Minister for India, Sir 
Ch. Wood, and the first Viceroy of the English Crown, both agreed that 
the evil could be only lessened by entrusting the task to an expert financier, 
Wilson had started life as a poor apprentice to a small shop keeper in a 
Scotch town. Thanks to a powerful intellect and unwearied exertions he 
had raised himself step by step on the ladder of fame His commercial 
career suffered a set-back in the great disaster of 1837, but he passed from 
the counting house to Parliament, from the City to the Fleet Street. As 
editor of the Economist, he had taken a most prominent part in the most 
burning questions of English pohtics of his time — the Repeal of the Corn 
Laws, the recogmsation of the Bank of England in 1844, the abolition of 
the Navigation Laws In the Government of the country, also, he had his 
share Upon the general questions of finance, taxation and currency, 
Wilson, though an authority himself, was gratified to find his views in 
unison with those of Sir Charles Wood , and as regards their application to 
Indian conditions, he received his instructions personally from the head of the 
India Office before be left the shores of England, never to return there alive. 

Wilson presented his first Budget in February 1860 The Parlia- 
mentary traditions that this departure recalled were fully lived up to by the 
author of the Budget system in India We shall reserve for later sections 
the great reforms Wilson proposed ui the Indian tax-system as well as the 
hard struggle he made for retrenchment of an ever increasing expenditure. 
Here we shall only mention the general prmciples he laid down with regard 
to the management of the Indian financial system. 

He started by pointing out the discrepancy between the estimates 
for 1859-60 laid befoie Parhament by the Secretary of State in the August 
preceding, and his own figures as then presented to the Council , and though 
there were sufficiently good explanations m this case, such as remission m 
taxation, errors m calculation would be inevitable, not only because the 
figures were very considerable, but because the revenue had to be collected 
by so many different provinces Besides, the sources of revenue were also 
uncertain. The ideal, always held before the English Chancellor of the 
Exchequer to make bis Budget estimates of the year tally as nearly as may 
be with the final accounts of the year, was, Wilson felt, almost impossible 
m India For though the system of public accounts m India did admit of 
considerable improvements— Wilson suggested a special mquiry m the 
matter ; and there was ample room for the introduction of those salutary 
maxims of English Finance, such as that all income and outgoings of any 
year must be recorded, credited and debited in that yeas alone — the inherent 
weakfless of the Indian financial system made the Chancellor’s task of 

♦ The financidl Department of the Goxernment of India was created in lS'43-44 Cp 
■Wilson's first Budget speech Bnt no separate minister was appointed till 1859 
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budgetting m advance exceedingly and peculiarly difficult. Land revenue, 
the greatest source of public income, was at the mercy of wind and weather. 
Opium revenue, another considerable item, was well-mgh a lottery, the 
market being so completely dependent on speculation And, though he 
does not expressly mention it, he must have felt that the whole tax system 
of India was singularly inelastic There was not one item of revenue which, 
at a pinch, could be easily increased to tide over an emergency. 

Admitting these peculiar difficulties of Indian Finance, Wilson, 
however, was not blind to the weakness in management so characteristic of 
Indian Finance The Mutiny, he calculated, had cost in three years 
;^'30, 547,448 , and even allowing for all increase in income and reduction of 
expenditure, he feared a deficit of ;^'6,500,000 He showed by figures that 
since the cessation fn 1813 of the Company’s trading privileges, there had , 
been only 13 years of surplus— aggregating ;^8,895,437 and 33 years of| 
deficit aggregating :^ 72 , 1 ^^ 5,416 These figures could not but convince him 
that, 

” The normal state oi Indian Finance may be said to be defi- 
ciency of income and addition of debt ” 

Elsewhere in the same statement he said, 

" Loans may be justified m times of war, and as the consequence of war for a year 
after , but even then they should not be exclusively relied upon But the theory of 
borrowing during war time,” he added, " involves some necessity to reduce debt m 
times of peace a precept which bad been moie honoured in the breach than 
obedience in India ' ' 

To carry out this theory, Wilson’s only hope was in the expanding 
resources of India. Like many other English statesmen of his day, Wilson 
believed 

” England does not and never has exacted tribute from India Every rupee of taxes 
raised in India is devoted strictly to Indian purposes If England expects or desires 
advantage from India, it is only in a way entirely consistent with the true interest 
of India ' ’ 

He, therefore, wanted to arrange the fiscal policy of India with a view to 
suit what was then honestly believed to be in the best interest of any 
country. 

Besides the alterations in the fiscal policy, which will be considered r 
more m detail later on, Wilson tried to re-adjust expenditure and r’evenue.j 
In making retrenchments in the former, the Government of India had to > 
consider the point below which retrenchment could not be carried consis- 
tently with good — or, as it afterwards came to be understood in the official 
mind,— efficient government And though considerable retrenchments were 
made in the civil and military expenditure, it was still in excess of rev»enue. 
The additional revenues Wilson proposed to raise according to principles 
which had never till then been clearly laid down . 



3^ 


All taxation," he thought, " must be based on the postulate of perfect equality ^ 
and justice as between the diflferent classes of the community The European' 
could henceforth no longer expect to be accorded a special treatment merely 
because he was not an Indian And the canon of equality was laid down too 
broadly and clearly to allow the agnculturist to benegt at the expense of the 
industrialist. Moreover, all taxation must be in accordance with sound commercial 
and financial policy."* 

By this our first Finance Minister meant, of course, the free trade 
doctrine then most in favour with the English statesmen and economists, 
which may be taken to be the first beginning of the Free Trade policy for 
India. Lastly we may mention the third principle laid down by Wilson 
that, 


" The taxes in India ought not to be such as would go against the religious beliefs 
and sentiments of the people " 

This canon, though a little too conservative, was nevertheless inevitable for 
the Fmancier who bad just witnessed probably the greatest cataclysm within 
his memory stirred up chiefly on religions ground* 

Summatising then the changes made by Wilson we find that — 

(l) He fof the first time introduced the Budget system in Indianj 
Finance. Difficult as it was to make a fairly accurate estimate of revenue 
and expenditure in advance under Indian conditions, it was nevertheless 
of immense service in bringing order out of chaos. The Government knewi 
approximately their own position in advance. But for an unexpected calamity 
or windfall, the actual realisation would correspond substantially to the 
estimate. It was a far cry from the first Budget speech of Wilson to the 
day when Indians should claim the powei of the purse for themselves. But 
the impetus was given. Interest in financial questions was aroused. 
Financial contrc|i was perceived to be the indispensable condition of the 
democratic state, and the absence of that control the hall-mark of absolutism^ 
Anglo-Indian officials did not always take kindly to the Budget system , and 
though after Wilson’s changes it was too late to refuse to prepare a Budget 
altogether, the accompanying speech and discussion they frequently avoided 
by giving the Budget in the form of a minute published in the Gazette + 
During the whole tenure of the Finance Ministership of Sir William Muir, 
not a single speech or discussion took place (1874-77), w’hile Sir J Stra- 
chey’s . superior mentality condescended only twice out of five years to 
invite discussion. But the original force was not exhausted, and the' 
Indian Councils Act of 1893 made Budget discussion compulsory The 
opinions of the Legislative Council were not made binding upon the 
Government even by the more liberal reforms of 1909. But the Budget 
discussions of Indian critics like Sir Pherozshah and Mr, Gokbale could not 
* Budget Speech of Wilson 19th February 1860 

t Whenever this course was adopted. It was defended on the ground that there was 
fin fresh legislation wanted and consequently no need to present the Budget to the Council , , 

5 
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jjut abound m useful hints even to a most indifferent and contemptuous ‘ 
Finance Minister. 

(2) A second and by no means insignificant departure made by Wilson, 
was his attempt at enunciating the canons of taxation apphcable to India. 
There was, in his canons, a greater degree of political expediency or states- 
manlike wisdom than would suit a pedantic scientist in laying down the 
fundamental axioms of his science But such as they were, these canons 
laid down by Wilson and still observed on the whole m this country, did an 
immense service by simplifying as well as systematising Indian finance. 

(3) Yet another of Wilson’s momentous changes, so far as the general 
organisation of Finance was concerned, was the emphasis he laid on testing 
each item of revenue and expenditure, taxation and borrowing, in the light 
of the principles of economic science. Though to-day our faith in the im- 
mutability of economic principles is not as solid and unquestioning as that 
of the contemporaries of J. S. Mill, it cannot but be regarded as a healthy 
change in India of his day. The generations that have since grown up 
have doubted the wisdom of a Free Trade policy of the Indian Government 
and questioned the soundness of our Railway finance, our Famine Insurance 
scheme, our direct and indirect taxes, our productive and unproductive 
expenditure. Even the fundamentals have changed But still the removal 
of financial questions from the considerations of the need of the moment 
or the caprice of the governors is undeniably a service. It is easier for a 
self-sufficient bureaucracy to counteract principles than precedents. 



PART II 


Public Expenditure in India since 1859-60 


CHAPTER I 

I. General Considerations affectlngr Public Expenditure 

(The theory of public expenditure has been almost completely ignored 
in England owing to the dominant school of English economists of the 
last century being all saturated with the doctrines of “ Laissez faire,” The 
great liberal financiers did, indeed, lay stress on the need of watching 
carefully the growth of public expenditure, ' but their views were the result 
rather of a desire for retrenchment than any clear perception of the utility! 
and significance of public expenditure, on national well-being. They helJ the' 
State to be a necessary evil whose scope of activity could not be too jealously 
restricted. Adam Smith h ad laid down thr ee chief duties of the Sovereigp, 
in which, along with the protection of subjects and maintenance of order, 

" The duty o£ erecting and maintaining, certain public works and certain public 
institutions, winch it can never be for the interests of any individuals or small 
number of individuals to erect and maintain” 

found an honourable place, t But the doctiine more in accordance with 
the facts of English financial history in the Nineteenth century was that 
laid down by Sir H Parnell who held that the State should not incur any 
expenditure except 

" for securing some public object, which could not be had by any other agency , and 
even then anj expenditure incurred bejond what necessity absolutely requires foil 
the preservation of social order and for protection against foreign attack is waste "t ' 

It IS a logical conclusion from such ideas that any expenditure for objects*^ 
other than the maintenance of order and protection was a dissipation of 
national savings or impairing the capital strength of the community. 

* " If there be any one danger which has lecently in an especial manner beset us ... . 
that danger has seemed to me to he during recent years chiefly in an increased suscepubihtj 
to excit^ent, in our proneness to constant and apparently boundless augmentations of 
expenditure I do not refer to this or that particular charge or scheme , . But I think 
that when m an extended retrospect we take notice of the rate at which we have been 
advancing for a certain number of years, we must see that there has been a tendency to break . 
down all barriers and all limits which restrain the amount of public charge For my part 
1 am deeply convinced that all excess in the public expenditure beyond the 
legitimate wants of the country is not only a pecuniary waste . . but a 

great political and above all a great moral evil ” Gladstone, Budget speech, Apnl 
1861 * See also Peel's advice to Gladstone as quoted by Buxton and reproduced by Bastable 
“ Public Finance ” » 

t Wealth of Nations p 285 

} “ Tract for the Times ’’ quoted by Adams " Science of PinaDce,’’ p 57 
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An adequate theory of public expenditure, disregarded in England, was 
elaborated in Germany with all the characteristic thoroughness of the Ger- 
man mind Considering the State to be a new organism different from the 
totality of its citizens, and endowed with ideals of its own, they developed 
maxims in conformity with those ideals to regulate the outlay of public 
moneys, With its sovereign power to command the wealth of each indivi- ' 
dual citizen, the State must so apportion its expenditure as to develop fully 
the national resources according to the accepted ideals of national develop- ' 
ment. These ideals, it is true, are constantly changing The Militarist 
State, for instance, would consider its military expenditure on entirely differ- 
ent prmciples from those of the Industrial State, or the individualistic State 
from that of the Socialist State. Besides, these ideals are often not the free, 
spontaneous expression of the national life of any given community. Mpre, 
often than not, they are imposed upon it by force of circumstances, by 
environment, by historical accidents. Thus the United States had developed, 
until the outbreak of the world-war, on the lines of non-intervention ; but 
the instinctive impel lalism of a prosperous people has now asserted itself even 
in America, till one wonders if the age of aggressive imperialism can ever be 
ended. France is another example of a progressive democracy, highly civilized, 
compelled to maintain a scale of military expendituie inconsistent with 
every principle of that civilization, except the legacy of “ Revanche.’"''' 
The ideal of nationality itself has in the past caused an amount of waste, in- 
compatible with the degree of benefit received, dispioportionate to the senti- 
mental gain of securing an ethnic unity We may hope, indeed, that after the 
^Jast world war, saner ideas of international amity will emerge from the ;gdtet 
“ and chgaa-.of the “European Anarchy” of the last century , but it is doubtful, 
judging from the terms of the treaty imposed by the victors upon the van- 
quished, if we are even now altogether free from the clouds of War. The I 
perception of the dignity of collective life, the subordination of the individual 
to the community, the collaboration of each to the common good of a]l,i 
indispensable for a proper organisation of public expenditure, requires a 
more spiritual ideal of the State than the one inculcated by the ramparit 
commercialism of the West, a more spiritual education than the bourgeois 
board-school or the aristocratic university could allow. 

It must also be noted that if we cannot adopt or evolve ideals of national 
life independent of our environment and our traditions, still less can we realise 
them irrespective of the material resources of the community J^ublic uicome, 
is in every commercial state a share, — large or ^all, — of the total wealth” 

* The attitude of France during the Versailles Conference of 1919 and subsequently 
raises a lively apprehension whether this nation of otherwise level headed peasant-proprietors 
and small traders has not really been driven mad by the delmum of victory Just as before 
the last War Bntish Navahsm v/s German Militarism constituted a standing menace to the 
peace of the world, so to-aay French chauvimsm. more dangerous in victory than m defeat, 
holds forth a terrible threat to the peace of world There can be no scheme of all-i-ound 
disarmament so long as the old impenalist ideas are suffered to determine the position and 
prospects of the peoples of the world Washington Conferences, Locarno Treaties, and 
fjeneva Pacts are futile, so long as the intense nationalism of the modem world is allowed to 
dominate all human intercourse 
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of the community , and public expenditure, whatever its urgency, cannot be 
undertaken always regardless of the question of cost, of considerations of abikty. 
The United States of America can repair the misfortune of a past completely 
barren of all artistic creation by spending millions on the treasures of the 
pen and the brush and the chisel of other .countries , but the Chief of Sikim 
will find it difficult even to maintain the great wealth his people may have 
inherited m the shape of the aitistic creations of the past 

We may then generalise that public expenditure is directed by the* 
ideals of national life, adopted or imposed upon a community, and limited byi 
its available resources. Every item of public expenditure, as welLas the total' 
thereof, must always be considered with reference to, and must be tested by ' 
its effects on the promotion of the community’s well-being. We do not deny 
that there may be items of expenditure in the national budget of every 
civilised country to day which cannot and do not fulfil that test. ' We may 
even recognise that the surgical expedient of lopping off a rotting limb, — ■ 
such as is represented by the Soviet attempt at a wholesale repudiation of all 
Tsarist debts in Russia — may in the long run be productive of more evil 
than good. But allowing fully for these and the like considerations, the 
general principle of public expenditure may w'ell be reaffirmed, that every 
item as well as the aggregate of public expenditure must be considered, and 
commended or condemned according as it affects the moral and material well-| 
being of the community. Financial statesmanship coi^t§”ftrffitHfttii§iSg-^d 
ultirriately avoiding all expenditure of a wasteful, unproductive character; and 
m mcreasing and extending expenditure calculated to render a service, to confer 
a benefit, to bring m a more than proportionate material monetary return.] 

There is, however, one exception. Expenditure, calculated to improve i 
the material resources of the community,-may be incurred, even if jts ownij 
unaided resources would not permit it to undertake these works, from capital!' 
borrowed from its neighbours e.g , Railway construction 
^ The actual political structure of a community may also exercise a 
modifying influence on the general principles stated above. If, for example, 
there is a division of authority for spending, between local and central or 
between the State and Federal pow'ers, the division would affegt npt only the 
amount spent but also adjustment, and even its direotic© 

A fuller theory of public expendituie would be out of place in this 
work, even if there was no chance of its being misapprehended It must be 
recognised, moreover, that any such theory will he inadequate always to 
provide the practical financier with clear cut rules in the guidance of his 
department. The appropriations from the public purse are likely to be abused. , 
But the remedy for the abuse is to be found not so much in a rigid 
code of financial maxims (which is illusory when framed, if not impossible 
to forjnulate), as in an intelligent public opinion and in an efficient organi- 
sation of control The observations of a general nature, therefore* incorporated 
in this section are intended as a guide to intelligent cuticism, and have no 
pretension to be considered unimpeachable axioms. •' 



•II.— Characteristics of Public Expenditure distingfuished 
from Private Expenditure 

The total amount of public expenditure being ultimately dependent 
on the wealth of the country, it might be fell as though the same canons 
which apply to the expenditme of piivate incomes apply to that of the pubhe 
revenues. It js, indeed, as much true of the individual as of the State 
that the excess of expenditure over income, if it continues for a long time, 
will cause anxiety. But m spite of this similarity there are many and more 
radical differences. Every private individual of intelligence and legulai.^ 
habits ought to make at the commencement of each year an estimate of 
his revenue and expenditure, on the model of the public Budget. As a rule 
private individuals are spared the trouble, as their income and expenditure 
are very nearly fixed and eqqal. But m the case of the State such an estu 
mate m advance is not only useful it is indispensable. The sums raised 
and spent by a first class modern State aie so vast that without a careful 
estimate seuous mistakes, confusion and waste would be unavoidable. Again, 
an individual is almost always absolute mastei He need not render anyf 
account to any one else. If he finds his expenditure habitually outrunning 
his income, the dread of the prison, or of the refusal of Ins banker any more 
to accommodate himi would automatically induce him to cut his coat according 
to his- cloth Governments on the contrary receive and spend on behalf of 
others — the tax payeis, Having little interest in economy, and every induce- 
ment to be prodigal in the interests of the ruling class, they are more likely to 
err on the side of profusion. In the case of the individual, moreover, the side i 
of the balance-sheet over which he has least control is the side of income. In 
the .public Budget the part which is considered to be least admitting of vana-, 
tion IS the side of expenditure. Hence, while an individual must regulate his, 
expenditure according to income, the State, generally speaking, finds the 
determining factor in its expenditure. 

There are still other and more vital points of difference between the 
individual and the public budget The law's of his society effectively restrict 
the mdividual in his search for an income, but the sovereign State admits of 
no restraint on-its actions save those of its own will. The objects, besides, 
for which the State makes such claims are incapable always of an objective 
appraisement. Its operations are not restricted by any considerations 
of profit or returns If a propei balance is established between the j^eceipts 
and expenditure, it is all that the State desires If there is a difference, 
the State has more fiequently aq excess of expenditure than a super- 
abundance of revenues. A repeated surplus of mcome over expenditure 
gives rise to possibilities of w'aste compared to which the evils of temporary 
borrowing to adjust fue balance would be insignificant. 

* Cp Adams “ Public Debts " (pp 78-83) arguing m favour of deficits Also, Dewey, 
"Pmancial History of the United States " describing the difficulties of the United States 
"Vith their large surplus dunng 1885-1890, 



HI.— Tendency to Steady Growth in Public Expenditure 


In ins great work on Finance, M. P. Le Roy-Beaulieu has shown, 
by comparative statements, how steadily m the last hundred years the 
expenditure of European countries has been increasing An indiscriminate 
condemnation ot every increase in the scope of _ State activity leads many 
a publicist to explain the increase on the ground of the natural improvidence 
and maladministration of democracies. Without wavering m the least m. 
one’s faith in democracy, one may yet admit that there are factors 
m democracies not exclusively contributing to economy in expenditure, or even 
to ita-proper adjustment and just distiibution But even so, it would not by 

Itself explam this steady increase of a century The causes are deeper, more 
radical.' ,The population under the Government of the leading civilized 
States of the world has become moie numerous, more refined, more con- 
scious of wants, better aware of the means of fulfilling them, less careful, 
possibly, of the means and their cost On the other hand, causes tending 
to reduce expenditure are msignificant, if not non-existing. In the influences 
tending to increase public expenditure, special mention must be made of 
the rise in prices Though more marked since the beginning of this century, 
and very particularly after the world-war, it must be taken to be present all 
through the last century, ever since, m fact, the Industrial Revolution was 
accomphshed in England The rise in prices not only demands^, revision 
of the salaries of public servants , it makes the charges of such items as the 
equipment for the Army and the Navy relatively more costly, and the pay- 
ments made by the State for every kind of stores more heavy. '' Another 
factor leading to an increase of expenditure which ought to be specially 
mentioned is the growth of pubhc indebtedness and the consequent increase 
in the burdens ot interest Much of the debt of the European and American 
Governments is due to a legacy of past wars or misgovemment, though, 
before the last war, an appreciable proportion of the German public debt was 
due to works of public utility There is the greatest difference between the 
debt incurred for the w'asteful object of a war and that occasioned by a well- 
planned scheme of national development, even though* it should happen 
that by their very nature such works are apt to be antiquated and useless 
in a limited period of time It is conceivable that as the canal was super- 
seded by the Railway, so the Railway might be superseded by the Aeroplane 
or theiA,irship In spite of this danger such works, properly managed while- 
they are in operation, bear their own burdens and still leave a margin. If we 


’ TJie eftects of a rise in prices are visible in the Indian Budget ever since the time of 
the Cml War in the United States, when the Indian products began to find a more favourable 
market m England In the latter quarter of the last century our ^nce level in India was 
very rftuch disturbed and affected by the fall m the value of silver in terms of gold The 
phenomenal rise m prices, brought about by the aftermath of the War and the deUberate^ 
Inflation of currency m many European countries, is, in spite of its magnitude, too passing a 
phenomenon to be considered a commonly operating factor in increasing public expenditure^ 
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tbay adopt, for the sake of illustration, the language of commerce, with a 
proper depreciation fund, the capital invested in such concerns is bound 
to be reprovided by the accumulated surplus from the profits of these 
very concerns.” 

Among the negative causes for the increase of expenditure, the place of 
honour must be given to the relaxation of control and vigilance due partly to 
a growing prosperity in which people become indifferent to such notions of 
economy suggestive of straitened means, but largely to the mismanagement 
characteristic of new governments or unsettled states The facility with 
which a strong Government can now a-days raise funds by taxation or 
loans or by currency inflation is also a factor tending m the same direc- 
tion. And democraci,es, particularly in federations, encourage the repre- 
sentatives of each small unit to secure the greatest possible portion of the 
resources of the large unit that he possibly can, and so the cumulative 
effect of these votes is in favour of increased expenditure To notice this 
factor IS not necessarily to condemn it An enlightened democracy, with 
a truer and more comprehensive realisation of the functions of the State, 
may find itself compelled to expand its sphere of public utility which would 
inevitably lead to inci eases in expenditure i 

We have examined at some length the causes governing the Increase 
of public expenditure in order the better to apply the principles to the 
analysis of the Indian Public Expenditure. But the discussion would be 
incomplete without a mention, however brief, of the causes tending to 
a reduction of the Public Expenditure. Every measure of the conversion 
of the Public Debt or the reduction of the Interest is to that extent bound 
to diminish expenditure.t Redemption ot any portion of the Public Debt, 
though in the year in which the operation of the Redemption is carried 
out the total expenditure may seem Jo be inflated, ultimately acts in the 
same direction Administrative reforms and simplifications in financial 
machinery ' have an identical effect The transfer of a number of spendmg 
department^ from the Central Government, which can but ill control 

* The late Mr Sokhale often said from his place m the Legislative Council that he 
was not afraid of the public debt of India, as the greater portion of it was secured by works 
of undoubted value It is doubtful if his judgment would have remained unaltered by the 
recent additions to the public debt of India See the chapter dealing with the debt of India 

t In India the conception of the duties of the State favoured by the officers of the 
Company was naturally a reflex of the dominant idea in England A misconception about 
the causes of the Idutiny has to some extent perpetuated the ideal of absolute neutrality in 
India. "With the exception of some works of material Improvement, such as the irrigation 
Canals and the Railways, the Government of India has not yet accepted the duty of 
educating Its subjects, nor Combating with the problem of poverty The Beggar Committee 
Report relating to the Bombay Presidency, for example, considers the beggai in the light of 
an offender, and the rejJbrt Can, therefore, be scarcely regarded as a step to solve the 
problem of poverty. . 

IGladstone and Gosohen carried out in the eighties important tneasnres of Conversion 
jensibly reducing the burden of interest m England Their example was copied m India 
also. See for a fuller treatment the chapter dealing with the Public Debt of India, 
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thea., to the Local Governments, more capable of a proper appreciation of 
the activities of these departments as also more likely to check them, has a 
similar effect, though it may-be that the greater attention paid to these depart- 
ments -would lead, under the pretext or necessity of_improv^d efficiency, J:o an 
increase in the expenditure in the long run. 

Is every increase m expenditure necessarily an improvement in efficiency ? 
The test of efficiency in administration, particularly financial administration, 
lies not so much in a mere increase of the total expenditure , nor even in a 
niggardly refusal to spend on any occasion , but in a -well-distributed expendi- 
ture likely to benefit all departments and all sections of the community 
according to the ideals of the day The States, therefore, which most 
frequently allege this reason for the increased expenditure, are not always the 
best in the distribution of their public income. In the review which follows 
of the public expenditure of India an attempt will be made to show how 
far such a claim is tenable on the part of the Government of India. 

IV.— Analysis of the Public Expenditure of India 

After this brief account of Public Expenditure in general, let us consider 
m detail the expenditure of the State in India The State m India is a Fed- 
eration, distinguished from the other federations of the -w'orld by the fact that 
^ the component members are themselves the creations, and not the creators, 

^ of the common whole. Hence a study of the national finances m India 
must necessarily begm with those of the Federal or Central Government of 
India. The basic principles as well as the distinctive peculiarities of finance 
will be pretty thoroughly evident from this study. But w e cannot, of course, 
consider the study to be complete, if we omit altogether any consideration of 
the Provmcial and Local Finances. To view thege last in their proper 
settmg, we have devoted a section of this work exclusively to their study, 
leavmg the mam study entirely for what may well be described as the national 
finances proper There is onlv one drawback or shortcoming m this plan. 
The component parts of the Federation of India include the so-called Indian 
or Native States. For these there is a scarcity of published information, an 
unwillingness to supply data, an absence of anv svstem or principle, which 
renders it all but impossible to include a discussion of the same m this work. 
There^is, however, a chapter devoted to an attempt at understanding the 
basic^ principles of the states’ finance, as evidenced by the most considerable 
among them, which would round up, even if it does not complete, the treat- 
ment. 


Priaclples of Classification 

The consideration of the individuals items of publip expenditure 
would be very much simpler could we but adopt rational system .of 
division. The financial Statements of the Gov ernmenToT India do, indeed, 

6 


42 


provide us with d. cleai cut scheme of grouping and discussmg the 50 odd 
Items constituting the heads of the public expenditure m India. But the 
scheme of classification there adopted and standardised is the lesult rather 
of historical accident than of any considered scientific arrangement. For 
our purposes m this wort, it has, of course, the merit of practical convenience 
and tiaditional legularity, though it could be hardly said that the latter 
has been mamtamed all through the period under review. But the absence 
of any scientific affinity between several heads grouped under one general 
heading exposes this method to the great disadvantage of a confusion in the 
fundamental principles governing such expenditure. A historical study of 
public finance would be shorn of half its value, if it does not bring into relief 
the first principles of public expenditure and 
revenues To give but one illustration. 
The Fmancial Statements of the Government 
of India combine, under a single group, the 
Items noted in the margin. There can be 
none beyond historical reason for such a 
grouping Obviously Education, Sanitation, ' 
Medical or Ecclesiastical Expenditure is and 
must be goi erned by entirely different prin- 
ciples fioiii expenditure on Courts and Jails, 
on Police and General Administratioh. So, 
again, expenditure on Ports and Pilotage, 
Agriculture and other Scientific departments 
must be ruled by different maxims from those 
applying to the ordinary civil departmental 
salaries and expenses. 

In spite of the admitted convenience of classification sanctified by long 
custom, it would yet be advisable for a proper understanding of the principle 
involved to evolve a new classification, more in accordance with the require- 
ments of scientific grouping. The change, however, cannot be, should not 
be effected on the Imes suggested by a new principle of division introduced by 
the Indian Councils Act of 1909, viz,, heads open to discussion, and those 
not open to discussion by the Legislature , or that of the Reforms Act of 
1920, viz. Transferred and Reserved Departments, with each their voteable 
and non-voteable grants. Equally unacceptable is the principle of ffivision 
between the Central and Provincial heads of Revenue and Expenditure. 
.In their very nature these are principles of a political complexion, or admims* 
trative expediency, with very little financial or economic value. To adopt 
them in the discussion of public revenues or expenditure would necessarily 
deflect our attention ffom the mam pomt of financial efficiency to the re- 
latively unimportant If not quite irrelevant discussion of political expediency. 
Besides* such distinctions are bound to be transitory. They may be, indeed, 
they often are, important landmarks m constitutional progress , but they can' 


Salaries and Expenses of 
Civil Department. 

1. General Administratioii 
(with 5 subheads) 

2 Audit 

3 Administration of Justice 

4 Jails and Convict Settle- 

5 Police 

6 Ports and Pilotage 

7 Ecclesiastical 

8 Political 

0 Scientific Depaitments 

10 Education 

11 Medical 

12 Public Health 

13 Agriculture 

14 Industries 

15 Aviation 

16 Miscellaneous Depart- 
ments 

17 Indian Stores Department, 
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not provide the student with a scheme of classification with anv pretehsions 
at all to permanence. ' 


n India m 1863, 1885 and 1925 
1885-86 


* Items of public expenditure ii: 

I860 61 1885-86 1935-26 

1 Refunds and Drawbacks Direct Demands on Revenue Direct Demands on 
2. Land Revenue, Sayer and 1 Refunds and Drawbacks Revenue 

Abkaree 2 Assignments and Com- 1 Customs 

3 Assessed Taxes pensation 2 Taxes on Income 

4 Customs 3 Land Revenue (Collection) 3 Salt 


5 Salt 4 Opium 

6 Opium 5 Salt 

7. Stamps 6 Stamps 

8 Post ofSce 7 Excise 

9 Telegiaphs 8 Provincial Rates 

10. Mint 9 Customs 

11 AllowancestoNativeStates 10 Assessed Taxes 

12 Allowances to Districts 11 Forest 

13 Army 


14 Indian Navy 

15 Public Works 

16 Salaries 

17 Law and Justice 

18 Police 

19 Education 

20 Political Agencies 

21 Superannuation 

22 Miscellaneous 

23 Civ Contingencies 

24 Interest 

25 Home charges 

26 Interest on Railways 


12 Registiation 

13 Interest on debt 

14 Interest on other obliga- 


Opiiim 

5 Land Revenue 

6 Excise 

7 Stamps — A -Non-Judicial 

B -Judicial 

8 Forest 

9 Registration 

Sait and Other Capital 
Outlay charged to 
Revenue 

3a Capital outlay on. Salt 
Works 

7a Capital Outlay on Seen 
rity Pnnting Press 
Irrigation etc Revenue 
Account 

14 Interest on Works for 
which Capital accounts 
are kept 

15. Other Reienue Expendi- 


15 Post Office 

16 Telegraph 

17 Mint 

18 Genei.al Administiatioi 

19 Law and Justice 

20 Police 

21 Marine 

22 Education 

23 Ecclesiastical 

24 Medical irrigation etc. Capital 

25 Political Account (charged to 

26 Scientificand minor Depts Revenue) 

Miscellaneous Civ Ch 16 Constmctiou of Irrigation 

27 Teintorial and Political etc 

pensions Posts and Telegraphs 

28 Cuil Furlough and allow- Revenue Account 

ances 17 posts and Telegraphs — 

29 Superaiinuationallowances interest on Debt — 

and pensions Indian Postal and Tel. 

30 Miscellaneous Department. 

31 Stationer! and Printing Indo-European Tel Dept 

32 Famine Relief Posts and Telegrahs 

33 Constr of Protective Capital Account 


Railways 

34 Constr of Irrig Works 

35 Reduction of debt 

36 Constr of Railwavs 

Railway Rev. Acc 

37 State Railwajs 

38 Guaranteed Cos 

39 Subsidised Cos 

40 Mis Expenses 

41 Inigation Majot 

42 , , Minor 

43 Buildings & Roads Mil 

Works 

44 Civil Works 

45 Army 


18 Capital outlay on Posts 

and Tel (charged to 
Revenue ) 

Debt Services 

19 Interest on Ordinary Debt 
Deduct amount clurrga- 

able to — 

Railways 

Irrigation 

Posts and Telegraphs 
Other Commeicial Depts 
Provincial Governments 
Provincial Loan Fund 
Account 

20 Inteiest on other obliga- 

tions 

21 Reduction or Avoidance 

of Debt 

Civil Administration 

22, General Administration 
A Heads of Prov mces 
B Legislative Bodies , 
Qonolnded on^ctSe 44- 
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V —A Suggested Classification 


We accordingly propose to consider the expenditure and revenues on 
a new classification which is based on the differentiation of the functions of 
the State, These functions we consider to be — 

(I) Defence against Aggression —Though a rehc of the barbarous 
origin of oui present civilisation, this item has so far foimed a most important 
section of public expenditure in all countries. Its importance arises not so 
much perhaps from the intrinsic meiits or national benefits of such expenditure 
in every case, as from the vast sums spent under this head, making a very 
considerable proportion of the total expenditure It was one of the dearest 
hopes of the loveis of peace — of humanity — that the world war of 1914-18 
would result in putting a period to the mad race for armaments by bnnging 
about universal disarmanent and a League of Nations. The League of 
Nations is, no doubt, an accomplished fact ; but so far, at least, it has ftmc- 
tioned only as a registry office for recording the decisions or advertising the 
wranglings of Britain and France. Hope is, indeed, eternal in the human 
breast ; but the prospect of the League ever being a veritable, effective 
insurance against War is, to say the least, remote Until, therefore, the 
dream of universal peace and brotherhood is realised, we must include under 
the group of items making up the expenditure for National Defence — (a) 
expenditure on military forces ; Army, Navy and Air Forces and Military tians- 1 
port, including the pay and equipment of every fighting unit , (b) expenditure 
for military preparedness, such as forts, fiontier or strategic railways, ' 
special harbour and other defence works. Volunteer and Reserve Forces ; ' 
(c) expenditure on military operations proper such as frontier expedition 


Conoluiiejd from fage 43 

C. Secretariat and Head- 
quarters 

D Commissioners 
E District Administra- 
tration 

F Home Administration 

23 Audit 

24 Administration of Justice 

25 Jails and Convict Settle- 

ments 

26 Police 

27 Ports and Pilotage 

28 Ecclesiastical 

29 Political 

30 Scientific Departments 
31, Education 

32 Medical 


33 Public Health 

34 Agriculture 

35 Industries 

36 Aviation 


46 Stationery and Printing 

47 Miscellaneous 
Military Ser;^lces 

48 Army 


37 MiscellaneousDepartments 49 Marine 

37a Indian Stores Department 50 Military Engineering Ser- 

Currency and Mint vices , • 

Contributions apd Miscel- 
laneous Adjustments be- 
tween Central and 
Provincial Oove^j-nments 
51 A Miscellaneous Adjust- 


38 Cuirency 

39 Mint 

Civil Works 
41 Civil Works 

Miscellaneous I 

43 Famine Relief and Insur- 


ance Extraordinary Items 

44 Territorial and Political Railway Expenditure 

Pensions charged to Revenue 

45 Superannuation Allow- 

ances and Pensions 


* The Washington Conference of 1921 has brought some slight lelief to the lace for 
naval armaments for ten years, but the Genoa Conference of March 1922 on a similar 
^.proposal to restrict land armaments entirely broke down owing to a multiplicity of reasons , 
Vfhlle the Locarno Pact of 19^6 has yet to be realised in practical politics 
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charges, whether for punitive or aggressive reasons, or the charges of more 
important wars 

(II) Maintenance OF Peace AND Order —This includes expenditure 
on Police, Courts of Justice, and Jails , (b) General Administration; (c) Collec- 
tion of Revenue, and (d) Political charges t including expense of Legislative 
Machinery, Foreign representation by Consuls or Ambassadors, or Political 
Agents as they are called in India, and treaty obligations to other States ; 
(e) Pensions, &c comprising territorial and political allowances. Furlough 
and Absentee charges, superannuation charges or pensions of the civil and 
military servants , and (f) Miscellaneous charges of a like description.! 

(III) National Development —This third group may be subdi- 
vided into Expenditure foi Moral and for Material or Economic Development. 
Under the former will he comprised expenditure on Education, including 
Scientific and Miscellaneous departments. Medical and Sanitation charges and 
Ecclesiastical , under the latter we include Railways, Irrigation and other 
Public Work, Agriculture and Famine Relief charges. Ports, Pilotage, Post^' 
and Telegraphs, Mint, and Interest on Public Debt ^ 

Before concluding these preliminary remarks, it is necessary to obsen e 
that it would contribute immensely to the proper understandmg of Indian 
Finance if some such classification is adopted in the annual statements. 

I am aware, indeed, that to upset the present foiin presciibed and standardised 
by usage would involye considerable inconvenience , but the inconvenience 
IS not bv itself a reason for the i ejection of a change which in itself tends to 
improve. Under the present scheme, one is apt to have a talse conception 
of the functions and duties of the State accepted bv the Gov ernment of India* 

I '1 he inclusion of education. Medical and Sanitation chaiges under the head 
of departmental salaries and e^penses or civil administration charges would 
induce a radically wrong impression regarding the duty of the State m these 
lespects as understood bv the Government of India It may be, of course, 
that the Goveinment aie not unaware of such a plausible misapprehension. 
It may be that their policy in these departments is yet by no means so clear 
and defined as to enable them to commit themselves by a fundamentally 

*The expendituie on Police ought at first sight to be lucludeil under the first group, 
as it also represents the theory ot force as the basis of the State It has nevertheless to be 
distinguislied fi om military espenditiire. as the police expenditure is incurred to restrain the 
elements of disordei wit/ioi the community, while the military expenditure is incuried to 
guard against dangei from without 

t Expenditure under the head ‘ Political was discussed by the Welby Commission 
under th% head of ' Defence ’ along with the Military Expenditure We hai e given reasons 
elsewhere foi not adopting that division 

t In the Indian system of accounts the Army Estimates include the charges for Military 
Pensions whether p,ayable to Indian soldiers or that portion of the British Array serving " 
for a period in India The last item is actually calculated and paid m a lump sum to the 
War office 

§ The Item " Interest on Debt ” would be difficult to classify The debt has been 
incurred as much for military as for pioductive puiposes The total interest must accordingly 
be divided into the two component parts As that would, however, confuse discussion, we 
have included the whole item under the group of dev elopment expendxtuSre, and here we 
content ourselves by pointing out the anomaly The whole subject is discussed by itself in a 
separate section The stores charges must, strictly speaUng, be split up nccoidiiig to the 
department foi which the stores are ordered 
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different cIa=;sification <;uggesting a coiiesponding change in the conception 
of the duties of the btaie But, e\en so, at the piesent time, with thebuth of 
New India and the gromng consciousness of a new National Unity, it 
cannot be piessed too much that the standard classification 1s obsolete, 
inadequate, inappropriate ; and that therefore a moie suitable, scientific 
and compiehensive classification should be adopted The change need not 
be too sudden Foi a time indeed the present classification may be con- 
tinued, viitli suppIeiTientai> tables to show the results accoidmg to the 
nevv classification ; and r\han the latter is peifectly familiarised it may be 
introduced bodily, 


VI. — The Public Expenditure Considered Generally 

The following figures show the growth of Public Expenditure in 
India during the last sixty years.* 


Year 

1838-59 

1859 60 

1860 61 
1801-62 
1S62-63 
1803 64 
1884-63 

1865- 66 

1866- 67 

1867- GS 
1S6S-69 
1869-70 
IS70-71 

1871- 72 

1872- 73 

1873- 74 

1874- 75 

1875- 76 

1876- 77 

1877- 75 

1878- 79 


Amount in Rs 
50,19,46,900 
50,37 27.110 
46,74,99,800 
43,53 85,020 
U 97,43,400 

44 20,11,200 

45 58,89,050 
45 74,80.810 
44 10,82 270 
49,06,08,730 
55,30,57,030 
30,12,28 410 

49.39.60.680 
46,47,88,370 
47,90,75,170 

. SO 89,06.270 
49,58 73,730 
49,01,38.710 
57 64,93,400 
61,91,62,240 
44,94,14,130 
48,30.71,160 

52.64.89.680 
48,57,47,640 


Year 

1882- 83 

1883- 84 

1884- 85 

1885- 86 

1886- 87 

1887- 88 

1888- 89 

1889- 90 
1890 91 
1891-92 
1892 93 

1893- 94 

1894- 95 

1895- 96 
1806-97 

1897- 98 

1898- 99 

1899- 1900 
1900 01 
1901-02 
1902 03 
1903-04 

1904 05 

1905 OC 


Rs 


Amount 
46.39,09,630 
46 76.84,870 
46,09,21,990 
. 47,97.31,740 

49,13,22,700 
50,94 81,920 
50,74,70,520 
50,91,31,670 
51,98,58,870 
54,34,09,360 
55,34,59 440 
55,80,82.160 
56,93,87,290 
58.37,26,600 
57 87,89.120 
61.69.58.780 
58,29,80.810 
88,07.20.965 
97.70.45,625 
89,52,24,285 
78 34,33,065 
106,95.76.730 
106,48,53,185 
. 103,13,15,055 


Yeai 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 
1923-26 
1926-27 


Amount m Rs. 
107,48,42,025 
106,04,58,435 
110,24,13,673 
110,98,03,810 
115,12,01,790 
118,34,31,240 
125,63,24,460 
124,34,21,280 
124,41,44,040 
128,40,32,970 
147.07,56,450 
156,86,29,095 
190,61,72,295 
219,26,39,149 
/ 149,08,04,979 
I (218,67.41,000) 
! 142,86,59,017 
1 (222,02,71,373) 
136,43,33,548 
(213,66,44,170) 
130,39.64,769 
V (206,48,93,429) 
/ 131,84,92,421 
I (210,25,62,144) 
R E 130,54,87,000 
B E 130,37,65,000 


years the figures refei to tJiTI^unts of each year Tlmv 
s«t.on deals ^Jirthe cames Statistical Abstract This 

' ntmuteianationsastirdlfaiwlg^^^^^^^^ 

resoecStlv mi riT the Revised Estimates, and Budget Estimates 

the entire Pre“ding figures are for 

n^sonab, rehable comy^or^L of 

the teactoted one being the consSt^^fimire Government of India, and 

of lodut figare is given ^ years only the Government 





At the outset of a detailed study of the Public Expenditure in* India 
there are several preliminary points which must be cleared up, and without 
which the subsequent remarks may not appear intelligible. 

The most fruitful source of contusion in ciiticising the Indian Expendi 
ture is the discrepancy between the figures of the total expenditure as 
well as of the individual Items. As observed in the note to the preceding 
table, figures compiled from documents of the same unimpeachable authority 
show great variations in the gross and in detail Viewed in their proper histo 
rical perspective, the variations may perhaps appear explicable if not negligible. 
Certainly any sound criticism of the system of expenditure, which ignores these 
discrepancies, would not for that reason alone be considered unfair or mis- 
leading, but for purposes of comparison, as much as for a comprehensive study, 
these variations must be borne m mind and their causes ascertained m order 
the better to make comparisons • — 

Among the reasons which explain these differences, perhaps the most 
important will be . — 

(ff) The Growth of New Items of Expenditure 

or what is the same thing for our purposes, the sub division of existing 
items into more than one distmct item. In Ins first Budget btatement 
Wilson showed the entire expenditure ot i’41,8j!0,016 under the marginally 
noted 10 heads. 


1. Cost of collection 

2 . Interest (India) 

3. Military charges 

4. Stores (England) 

5 Marine charges 

6. Civil charges . 

7. Marine stores 

8 Stationery, Mint, Ac 
9. Miscellaneous 
10. Railway interest 
heads, mentioned below 


£ 

7,317,845 This crude way of stating the 
3,035,666 accounts of a Continent na- 
18,460,240 turally could not be tolerated. 
1,004,940 Under the revision and re-or- 
816,645 ganisation of the Financial 
8,898,890 sj'stem contemplated by Wil- 
103,660 son and carried out by his 
292,270 successors, the total expendi* 
1,839,981 ture came to be stated the 
50,000 very next year under the 26 


• TJhe 26 heads of the Second 1 inancul Statement ate — 

1 Refundh and Dtawbacks 10 Mint 19 Education 

2 Land Revenue Sayer&Abkaiee 11 Allowances to N S undergo Political Agencies, 


3 Assessed Taws 12 Allowances to Districts 21 SuperannuaUou. 

4 Customs 13 Army 22 Miscellaneous 

5 Salt 14 Indian Knvj Civ Contingencies 

6 Opium 15 Public Works 24. Interest 

7 Stamps 16 Salaries and Expenses 35 Horae charges, 

8 Post Office 17 Law and Justice 2b Interest on Pailv ays. 

9. Telegraphs, 18 Police 
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The changes made were — 

(1) Expenditure under each revenue head, occurring collectively in 
the previous veai’s accounts under the heading “Cost of Collection,” was 
separateh given, thus facilitating a comparison between the net revenue and 
the gross lev enue under each head, this reform incidentally revealed many 
an abuse in the system of collection, or demonstrated the futility of anv 
given source ot revenue, or its unexpected success 

(2) Refunds and drawbacks made under the revenues, owing to 
excess of collection or special exemption or compensation, were also sepa- 
rately shown 

(3) Charges under Civil Departments were also analysed into the 
component parts with greatei detail, with distinct mention of such depart- 
ments as Law and Justice, Police, Education, Political Agencies 

(4) Allowances to the Native States under Pensions and Revenue 
compensation, and allow ances to the district or other local bodies under 
special local legislation, w'ere also separately shown, but these have been, 
smce 1869-70, mentioned again collectively under other heads. 

(5) The Horne Charges, and the charges under public works, were 
given collectively, a full analysis of these being given as an appendix to 
each statement. In subsequent years both these items underwent frequent 
and considerable changes. The public w'orks charge was complicated by 
the distinction between Ordmarv' and Extraordmary charges, between 
Capital and Revenue outlay, as also owing to the distmction between the 
Civil and IMilitary Works, or the separation of the Railways from other 
Public Works &c Since 1875 the Home Charges have been shown under 
each head by splitting up the mam financial statement into tour columns 
respectively called India, Provinces, England and Exchange The last item 
disappeared after 1899, * and has reappeared since 1919-20, owing to the 
currency changes of that year and thereafter. 

In the >ears that followed, the system ot showing expenditure was 
continually leformed on the lines mdicated above. The effect of such 
continual changes is inevitably to cause confusion in the accounts often 
leading to an appieciable variation m the total as well as m the figure of 
individual items For while in one set of figures a particular item may 
have been omitted, m another it may have been included in one and the 
sune group. 

At the present time these changes of classification have not yef ended. 
The vagaries or idiosyncracies of individual Finance Ministers have a great, 
though unwelcome influence on the system of classification, j For a better 
understanding of the financial system as a whole, for a proper appreciation 
of the activities of Government, it cannot be urged too emphatically that the 
system of classification needs a radical, wholesale, all-round reconsideration 
and recastmg.! The Imes of reclassification mdicated in these pages present 

♦ The exchange gains or losses during 1919-20 are not Included here, as it may still be 
OOObted which of the new rites has come to stay For further discussion of this question 
itte the sectkxi dealing with currency. 
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only a suggestion. But once the reclassification is accomplished and approved, 
it would conduce to simplicity as well as mtelligibility if the new' classification 
IS standardised, if necessary, by an Act of the Central Indian Legislature, 
which must be observed by the Central as well as the Provincial Govern- 
ments, and which cannot be altered or amended except by another Act of 
the Central Indian Legislature 

[b) Changes in Accounts 

Another equally important and concurrent explanation of these changes 
or variations in figures concerns the more formal changes in accounts, relat- 
ing not so much to the addition of items or sub division of groups, but to the 
proper treatment of each item from the point 6f view of accounting. This is 
more a point of auditmg than of Public Finance proper But without due 
attention to it, the public accounts wull not be properly kept, prepared or 
presented Owing to the absence of such attention the accounts under the 
Company showed considerable confusion. In fact a good proportion of the 
labour of reorganisation in the Finance Department which was undertaken 
by Wilson and his successors consisted of this mechanical side of proper 
adjustment of items in accounting Ow mg to the absence ot proper rules, 
it frequently happened that an apparent surplus was ultimately changed into a 
deficit by the excess of expenditure due to some important items not being 
regarded as expenditure tor the jeai in which they were incurred being even* 
tually decided by the final authority to be so treated The most notorious 
illustration of the kind is to be found in the unaccountable confusion of as 
much as 16 crores of rupees in the second Afghan War under the Finance 
Ministership of Sir John Strachey 1 In the system of account s then m force 

* Sir J Trevelyan in 1864 (Budget speech) 

" The most important work of all is the reiision of the geneial aistem of accounts and 
audit The existing system was established b\ the East India Company on the good old 
mercantile double entry principle, but it has since been overlaid and confused by a variety of 
obsolete entries, irrecoverable balances and above all, bv a vast number of complicated and 
unnecessary interpresidential and interdepartmental payments and advances In the course 
of the past year, the main principles whereby regularity and exactness have been estabhshed 
in the accounts of H M s Government, have been introduced into the Indian accounts, such 
as the rule that estimate shall be taken for expenditure coming in course of payments within 
the year, and that everything shall be debited and credited to the accounts of the year in 
■which the amount is received or paid , that the gross receipts shall be credited to the revenue 
and the gross charges shall be debited to the charges , that expenditure shall be provided for 
a final discharge m the estimates of each of the departments responsible for the general head 
of the service, and so forth ’ 

t The history and nature as well as the ofiicial explanation of this gigantic error — which 
in a demociahc country like England would have meant a life sentence on the public career 
of the Minister responsible for it, if not anything worse — maj as v ell be given here briefly 
The table in the margin show s the cost of the 
war as estimated at various dates, and as finally 
brought to book in the accounts of the Govern- 
ment of India It needs but a glance to 
understand the extent and nature of the error 
The official explanation tendered by Sir E 
Baring m the Financial statement of 1881-82 
considered the mistake to have arisen from 
attention being devoted exclusively to the 
classified and audited expenditure, while the 
issues from the C ivll Treasuries to the Military 
Department were neglected The total expendi 
= ^ mre as shown above- must also be added to the 

expenditure on the Punjab Northern State Railway which accounted for 019,000 - — •> 


Afghan War, Estimates of — 


February 1880 
June 1880 
October 1880 
March 1881 
Exp for War 1881-8 
Frontier Railways 


5,752 000 
15 0C0,000 

15.777.000 
116 605,000 

•{ 2,100,000 
L 4,477.000 

23.182.000 
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winch Was regarded as responsible for the error, Sir E. Baring introduced 
radical changes 'ihe Treasury officers weie requested to furnish an abstract 
account to the Accountant-General of the Province at the end of each month 
in a prescribed form’ , The information thus obtained was to be telegraphed 
by the Provincial Accountant-General to the Comptroller and Auditor-Gene- 
ral at Calcutta, in order to scrutinize and check the accounts Every issue 
from the civil Treasuries was to be treated as expenditure and not wait until 
classified and audited The relations also between the Comptroller and 
Auditor-General and the Military Accountant-General were altered so as to 
make the former! authority supreme in all departments as far as the methods 
of keeping accounts were concerned. He would be responsible only to the 
Fmance Ministers and through him to the Government of India He had to 
keep a constant watch on the issues from the Tieasuries on Military as on 
other accounts, and to keep the Government of India informed of the pro- 
gress of e.xpenditure. The Military Accountant-General was to be given the 
status and powers of a Deputy Secretary tor Finance in the Military Depart- 
ment, and required to keep a watch on the issues on account of the Military 
Department, Placed at the head of the Accounts department, the Comptrol- 
ler and Auditor General w'as required to submit a repox t every year to the 
Go-vernment of India, comparing the Budget Estimates with the accounts, 
explaining the causes of the variations. 


In addition to these reforms, which came into force from 1st April 1881, 
Sir E. Baring also suggested the establishment of an independent audit 
system to supplement the then existing departmental audit system, mainly 
on the ground that since the two functions of audit and account were by their 
nature distmct, they ought to be kept separate. The Government of India 
could not, however, approve of the suggestion, chiefly because they contended 
that the particular error of the Afghan War estimates arose not from any 
defect m the system of audit in force in India, but from a misapplication of 
the system. The suggestion was, tor the time being, dropped. 

We have introduced in the present section this fragment at some 
length to illustrate the defects in the system of accounts which explain, at 
least m part, the variations in the final figures A fuller description of the 
account and audit system is given in the section dealing with the Fmancial 
oi^anisation of this work. 


* Receipts, Rs 
Civil Revenues 
Debt and Remittance 
Post Office. 

Military Department 
Public Woris Department 
Dpemng Balance 


Outgoings, Rs 
Civil Expenditure 
Debt and Remittance 
Post Office 
Military Department. 
Public Works Department. 
Closing Balance 


_ change m my opinion was inadequate, as the Auditor-General was to be a 
ajy erpenence ql the system of accounts Would it not be a good 
branch open only to professional accountants or auditors, or at least those 
'«8 Pt tflo Ciytl S^ice who havp had a prpfeasipiial training ? 



(c) Uncertainty of Revenues and Expenditure 


Though not quite connected with the general argument of this section, 
mention may be made here of another factor accounting for the variations in 
the figures, — but of a totally different kind. Every financial statement of the 
Government of India is presented in the beginning of the March every 
year, and contains figures for three years For the year ending the 31st 
of March of the year preceding that in which the statement is presented, 
the final accounts are given, containmg the actual income and the actual 
expenditure under each separate head. For the year about to close on 
the ensuing 31st of March the Revised Estimates are given, containing 
the actual figures for receipts and disbursements for 8 or 9 months, and for 
the lemammg 3 or 4 months as close estimates as the information at the 
disposal of the Finance Department would permit These Revised Estimates 
differ m the total and in the individual items appreciably, and sometimes 
considerably, from the actual figures given in the accounts of the same year 
m the following year’s statement, as also from the Budget Estimates for the 
same year Finally, for the year about to commence on the 1st April next, 
the Budget Estimates aie given, prepaied bv calculation under each heading 
according to the existing system as modified by the changes, if any are pro 
posed, m the Financial Statement Just as the Revised Estimates djffer 
from the Accounts of the same vear, so the Budget Estimates differ very 
considerably from the Revised Estimates of that y ear, and again from the 
Accounts of the same year. Foi each y^ear, therefore, thiee different sets of 
figures are necessary. 

The explanation usually oftered foi this triple variation is that the 
chief items of revenues in India, eg, the Land Revenue, Salt, Customs, 
Opium, Railways &c., do not admit of a precise estimate in advance. These 
revenues depend very much on the character of the monsoon in the ensuing 
season, which, at the time when these estimates are prepared, is an 
entirely unknown quantity. Tliere is considerable truth in this allegation 
as far as the items of revenue are concerned, though even in that respect it 
must be remembered that — (1) Tlie construction of Irrigation Woiks on a 
large scale m the last 20 years has made the apprehension of a complete 
failure of crops all over the countrv in any season extremely unlikely; hence 
the revenues depending on the prosper itv of the landed classes is not so un- 
certain as it once could reasonably be alleged to have been. The Land 
Revenue, moieover, is non wholly provuncialised, with fixed cash settlement. 
Its variations cannot, therefore, affect or explain the variations in the esti- 
mates of the Central Government , and even in the provinces, the effect of 
variation under this head is apt to be exaggerated. (2) The old uncertainty 
of yield from the opium revenue no longer tvorriesi the modern Finance 
Minister, smce he has no more to depend on the fluctuating demands of an 
external market, or the vagaries of •internal speculation. That* revenue has 
smce the treaty with China in 1907, ceased to be a decisive factor in the 
Indian Budget, 
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(3) Even the Railways no longer deserve the reproach of making the Indian 
Budget "A Gamble m Rams or Railways ” as bir Wm Meyer once described 
It It IS true, the Railway income fluctuates, but the fluctuations, now 
that the Railways are an earning asset of the Government, are not so material 
as those of the once important Opium Revenue.”' 

(d) Vagaries of Exchange and Remittances 

We may add here a particularly interesting explanation of these triple 
variations in the Revenue and Expenditure figures of the Government of 
India The differences in the standard of money prevailing in this country 
and that familiar m their own country to the present lulers early led to the 
practice of presenting accounts in sterling, which was innocuous while the 
rupee-sterling exchange was relatively undisturbed but which became the most 
prolific souice of confusion and variation between estimates and accounts 
from the moment that the Indo-Bntish exchanges became a prey to the tender 
mercies of speculators The Indian Chancellor of the Exchequer has had in 
the past bitter experience of the uncertainties of the Indian Revenues, and 
of the inability of the responsible authorities to check expenditure Wiser by 
this, and preferring to be pessimistic in the expectations of the revenues and 
expenditure, they seem to have adopted between 1900 and 1919 the fixed 
maxim of habitually underestimating the levenues t Perhaps it is a natural 
desire to demonstrate the excellence of their system that has led to this 
practice ; perhaps the currency changes of 1898-99 required, as shown moie 
fully elsewhere, constantly growing surpluses. In any case the almost 
unbroken series of heavy surpluses since 1900 lends countenance to this view, 
and exposes the financial administration of India to the obvious criticism that 
more is taken from the people by way of taxation than is really required by 
the needs of the Government. Even admitting the common explanation 
about the uncertainties of Indian revenues, we can scaicelv explain away on 


* The Railway Finance has been wholly separated fiom the general finances, subject to 
a net contnbubon to the latter from the formei , since 1925 This factoi is also thus in- 
operative 

t In this respect the late Mi G K Golthale was an untiring cutic of the Government 
In his very fiist Budget speech (26-3-1 90 J) Mr Gokhale remarked, " Indeed, My Lord, 
the more I think about this matter the moie I feel.. . that these sin pluses constitute a double 
wrong to the community They are a wiong in that they exist at all — that Goveimnent 
should have taken so much more fiom the people than is needed in times of serious 
depression and suffering , and they aie also a wrong because they lend themse},v8s to an 
easy mismterpretation, and, among othei things, lender possible the phenomenal optimism 
of the Secretary of State for India who seems to imagine all is for the best in this best of all 
possible lands ‘ ' 

Mr Gokhale explained the surpluses by the high level of taxation side by side with an 
artificial rise m the exchange value of the lupee He reiterated liis complaint year aftei 
year and at last in 1910 he proposed that all surplus should be devoted to projects of sanitary 
reform as a measure of 'protest against the utter heedlessness of Financial authorities. (See 
bis speech in the Imperial Council 5-3-1910) 

Cortfii —iTie practice in the last two or thiee years has been enluely leveised, theie 
being a steady overestimate on the Revenue side and a conesponding underestimate ou the 
expenditure side, 



that hypothesis the variations in expenditure * The disturbing fac’tors m 
expenditure, which, singly oi collectively, have upset the calculations in the 
past, may be grouped undei the heads of (l) Famine, (2) Exchange and (3) 
War. As regards the first, in all the years of the current century there has 
not been a single year of scarcity comparable at all in its intensity to the great 
famine of 1899-1900, if we exclude from the calculation the famine of 1918- 
19.1 The measures adopted for the prevention of Famine, open to criticism 
as they may be in other respects, are nevertheless successful so far as to 
render deaths, from sheer starvation over a large area impossible. The 
histoiy of a famme relief policy of the Government of India is sketched 
elsewhere. 1 We are here concerned to point out that Famme as a factoi 

* Table showing surpluses (plus) or deficits (minus) m the accounts of the Government 
of India between 1861-62 to 1926-27 

Year Surplus or deficit Year Surplus oi deficit 

Rs Rs 

1861-62 - 5,06,880 1894-95 . + 46,20,730 It wild be noticed that 

3862-63 +1.82,73,460 1893-96 + 1,02,26,660 there is an almost unbiok- 

1863-64 + 7,83,470 1896-97 - 1,13,66,820 en seues of heavy surplus- 

1804-63 . - 19,33,270 1897-98 . - 3,37,88,070 es from 1898-99 to 

1863-66 . +2,76,60,680 1898-99 . + 2,64,08,730 1913-14 The total net 

1866- 67 . -2,31,74,910 1899-1900 . + 4,16,19,343 surplus during that period 

1867- 68 -1,00,76,950 1900-01 + 2,50,33,060 a,mounted to a little 

1868- 69 -2,77,40.300 1901-02 . + 7.42,74,405 nndei /36 millions oi 

1869- 70 . + 11,86,690 1902-03 . + 4,60,19,910 Rs 34 crores, equal to 

1870- 71 +3,48,29,900 1903-04 + 4,49,60,145 the total provincial reve- 

1871- 72 . +3.12,41.780 1904-05 + 5,18,41,135 uues in a whole year 

1872- 73 +1,76,56,720 1903-06 + 5,13,83,343 Befoie that period the 

1873- 74 -1,80,76,680 1906-07 + 2.38,40,623 surpluses and deficits are 

1874- 73 . + 31,91,970 ‘1907-08 + 45,90,690 almost evenly balanced 

1875- 76 .. +1,66,89,430 1908-09 - 5,60,65,650 there having been 20 

1876- 77 -2,18,27.780 1909-10 - 90,99,615 years of surplus totalling 

1877- 78 ,. -3,54,30,870 1910-11 + 5.90,44.315 /23, 834,468 and 17 years 

1878- 79 +1,42,30,650 1911-12 + 5,91,05,013 of deficit totalling 

1879- 80 . - 87,85 960 1912-13 + 4,66,14,506 y,27,120.862 oi a net 

1880- 81 -2,42,09.300 1913-14 + 3,46.86,349 deficit of ;f3,2S6,394 

1881- 82 +2,39,69,670 1914-15 - 2,67,79.047 

1882- 83 + 44,98,910 1913-16 - 1,78,29,917 

1883- 84 +1,25,31,380 1916-17 +11,21,72,544 

1884- 85 - 25,76,319 1917-18 +12,13,06,108 

1885- 86 -1,86,78,180 1918-19 - 5,73,06,136 

1886- 87 + 11,89,510 191&-20 -23.65,28,823 

1887- 88 -1,35,25,540 1920-21 -26,00,83.276 

1888- 89* + 2,46,790 1921-22 -36,38,23,520 

1889- 90 . +1,74,13.550 1922-23 -16,51,29,676 

1890- 91 ... +2,43,87.810 1923-24 .. + 5,14,80,587 

1891- 92 + 31,16,900 1924-23 . + 8,56,84,057 

1892- 93 . - 53,56,580 1925-26 + 80 38,000 R E 1 Cential Govern- 

1893- 94 -1,03,13,320 1926-27 + 5,31,000 13 E f meat only 

t In the deal ness of foodstuffs and the general level of prices the 1918-19 famine 
was more seveie than any known so far m history But a great portion of that calamity was 
due to War conditions and the consequent evport of foodstuffs tq, the armies m 
Mesopotamia &c 

(To give one example, the famines of the decade 1870-80 cost ;^14, 007, 000 For 

pioie detailed, figuies, see the section dealing with the Famine Expenditipe 
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of variation m the Budget Estimates and actuals has ceased to be of first 
rate importance With the evception ot the last great European conltict, 
there has been no great war War Finance, like Famine Relief, is discussed 
m greater detail elsewhere. Its mention is made here meiely in ordei to note 
that this second factoi also cannot account for all the vaiiations. As regards 
Exchange, the appended table shows the loss through that source during the 
period that Exchange was a dominant factor There aie few sadder chapters 
in the history of Anglo-Indian Finance than that relating to the mismanage- 
ment of the currency question. A chapter is devoted in this woik to outline 
the history of this question and showing the bearing of the Curiency and 
Exchange Policy on questions of public finance. In this place we have to 
point out how far the variations in the gold value of the lupee can explain 
the Budget variations and exonerate the authorities concerned from the 
attendant blame. 

Year * Remittance Chaiges (did — Re Excli Comp 

Allowance 

£ £ 

1872- 73 14,337,693 686,568 22 75 

1873- 74 . 13,453,026 904,878 22 35 

1874- 75 10,974,185 1,045,239 22 15 

1875- 76 12,484,003 1,434,486 21 62 

1876- 77 12,827,510 2,438,034 20 50 

1877- 78 . 10,241,190 2,270,135 20 79 

1878- 79 15,939,884 3,117,861 19 79 

1879- 80 17,916,739 2,957,244 19 96 

1880- 81 16,013,784 2,272,410 19 95 

1881- 82 . 19,179,510 2.512,739 19 89 

1882- 83 16,451,781 3.115,563 19 52 

1883- 84 ... 18,971,399 3.360,341 19 53 

1884- 85 14,393,518 3,535,903 19 30 

1885- 86 .. 11,378,769 4,289,810 18 25 

1886- 87 12,325,576 5,631,816 17 44 

1887- 88 15,545,145 6,049,368 16 89 

1888- 89 14,392,794 6,383,146 16 37 

1889- 90 15,622,525 6,757,923 16 56 

1890- 91 , 16,130,916 5,468,057 18 08 

1891- 92 16,252,486 7,200,880 16 73 

1892- 93 16,683,005 10,287,290 14 98 

1893- 94 9,677,561 11,523,325 14 34 Rs 619,468 

1894- 95 17,053,384 15,044,968 13 10 ,, 1,239 273 

1895- 96 17,835,481 13,990,949 13 63 „ 1,327,032 

1896- 97 15,789,407 12,116,399 14 45 ,, 935 176 

1897- 98 9,017,194 10,562,301 J5 35 ., 685,865 

144,292,333 

♦ The figmee of Remittance give the total lemittance. which is not always equivalent 
to the Home Charges or the Expenditure in England They used to avoid, when the 
exchange was against us, sending more than was absolutely necessary The policy of 
selling Council Bills without limit is the lesult of fixing the Exchange aftei 1899 The net 
loss on the remittance in 25 years of distmbed exchange is 141; croies of lupees The charges 
^ column represents the net loss m a yeai due to Exchange 

The charges column includes the compensation given since 1893-94 to the officers of 
the Government of India, by way ot an indemnity loi the loss through Exchange The 
figmes in the last column give these sums gianted as Exchange Compensation Allowance 

The loss OH Exchange of 35 crores due to the "organised loot" of 1920-21 is explained 
elsewhere (See Indian Currency, Exchange and Banking), and that on the same head resulting 
from the presegt fictitious rate is not included in these figures, but amounted to nearly 20 
crores in 2 years. 

The rate of Exchange is given in pence pei Rupee and is the average rate of all the 
jemittance transactions during the year, 



Ever since the demonetisation of silver by European btates ih the 
seventies of the last century, it was clear that the Government of India, 
with their laige gold obligations and all their revenues collected in silver, 
would be very heavy sufferers. They did not, however, take any steps to 
reduce or alter the character of these obligations. In fact, after they had 
become aware of the annually increasing burden ot exchange, they, instead 
of curtailing these obligations, went on adding to these commitments, not 
merely by a continued system of large borrowings in England for the 
purpose of prosecuting the railways and other productive or unproductive 
works, but by a constant expansion ot civil and military departments, all 
manned by Europeans with salaries paid in rupees and pensions paid in 
sterling. In all the financial statements for which he was responsible. Lord 
Cromer ‘ emphasised again and again the need for reducing the sterlmg 
obligations of the Government of India. And though he was primarily 
arguing only for Railway borrowing, or for other capital enterpnses, 'the 
argument applied with still greater force to the increase of gold obligations 
through other causes. For, while the railways had at least a pretence of 
being eventually self-supporting and even earning assets, most of the other 
expenditure — particularly the military expenditure— bad not sven a shadow 
of such justification. The steps that the Government of India did adopt 
related to the change m the standard, and not to the fundamental cause of 
the increasing expenditure. It was, therefore, relatively unimportant whether 
or not these measures succeeded , for whether we accepted the gold standard, 
or kept the silver standard, or adopted an international bimetallism, or fixed 
by law the value of the rupee in terms ot the sterling, the root cause would 
remain unaffected, 

As if it was not enough that the Government had ignored the real 
cause of the trouble, that they bad not made any effort to alter the character 
of their newer contracts and obligations, the Government proceeded in June 
1893 to add to the burdens, and granted to its non- Indian public servants the 
Exchange Compensation Allowance t The only argument that was ever 
advanced for such a one-sided measure was that a small section of the 
employees of the Gov eminent ot India, who make regular lemmittances to 
England to support their families, tound that it cost them more and more to 
make remittance to England as the value of the rupee fell lower and lower. 
For the benefit of this small but noisy section, in spite of falling revenue and 
increasing difticulties, Government undertook this additional obligation against 
all considerations of equity, economy, or enlightened administration, (l) It was 
against 3 ustice and equity, because the employees of the Government had no 
legal claim to this concession, as, under their contract. Government was 

* Cp, His Budget Speech of 1881, 1882 and 1883 Foi the increase of the sterling debt 
and of the interest during this period, see the table of debt in the saotlons dealing with it 

I Government allowed the fixed rate of 1/6 for the rupee to such of Hjeir servants at, 
had to make remittances to England to the extent of half their salaries and not exceeding 
£1,000 per annum This would mean m 1893-94 praotlcallv a bonus of S0% on hbmB 
remittances emoe the rupee bad^Utin to-a sbiJbpg m that year. 



bound to pay tlie salaries and emoluments of their servants only m rupees. 
The Government of India was scrupulously observing its contiacts m spite of 
the heavy obligations The pay of the British soldier in India had been 
fixed m terms of steiling, and though that involved a payment of a much 
greater number of rupees in 1898 than in 1868, no one was hardy enough 
to suggest an alteration of that arrangement tor the benefit of the Govern 
ment of India. Ihe payment of the pensions ot the retired servants of 
the Government of India resident in England had been undertaken m 
terms ot pounds sterlmg, and nobody suggested a vaiiation of the ariange- 
nient— though it was really more than a hundred years old, having been 
fixed by Cornwallis m 1793, and veiy little altered since then to the 
prejudice of the superior servants of the State — because no one had the 
audacity to question the sanctity of solemn contracts In 1895 the Govein- 
ment of India could have easily borrowed almost any sum it wanted at 2 ] 
per cent , and yet it never dreamed of altering the arrangements with the 
Guaranteed Railway companies to whom it w'as stipulated to guarantee 
a minimum of 5 or 4 per cent, return on then capital investment Instances 
of this kind could be cited from every othei department, m which, though 
the existing contracts were tound to be undeniably onerous and oppressive, 
it would have called forth disgust and dismay if the Government had sug- 
gested an alteration in their own favour. And if existing contiacts could 
not be — should not be — disturbed in favour of the Government, it may at 
least be asked whether there was any justice or equity m disturbing such 
contracts against the Government. (2) The only answer that could be 
made to such a query, with any show ot reason, is that such a powerfqi 
body as the Government of India must not be judged by the same prin- 
ciples of equity and justice as would be unimpeachable when applied to 
questions between man and man, between equals. The Government might 
quite reasonably be asked to grant concessions, even against the contract 
between it and its servants, if the altered circumstances make the literal 
enforcement of old rigid contracts unfair to the servants. For Governments 
more than individuals must not stick to their stipulated pound of flesh. 
But in this case the circumstances did not demand, and would not justify, 
such a concession. For if the European servants of the State in India suf- 
fered by a fall m Exchange, the Government of India were suffering still 
more heavily. Their existing resources were proving constantly inadequate 
to meet their obligations, thanks to the fall in the gold value of the rupee. 
New taxes had been imposed and old taxes increased to keep up with the 
growing expenditure. Further burdens could not be met fiom additional 
taxation on a community, already admitted as being taxed to their utmost 
capacity. And it would, therefore, be bad finance and bad equity to the whole 
community, already overtaxed, to increase taxation for the benefit of a' 
small though powerful section. (3) Besides, while adroittmg that the fall in the 
value of the,nipee had diminished the gold value of the salaries of the Euro 
iJteaS public servants in India, it must be remembered that the salaries them- 
sejvea were ori^ally fixed so high that the hardship on the European servants 



of the State weie by no means so high as to justify such a concession/ The 
lowest value of the Rupee was a little over lid. Taking the original value to 
be 22d. there was a maximum tall of 40% in the gold value of the salaries. 
During the last wai, prices — generally speaking — have risen by over 100% 
which may be taken to be equivalent to a fall m the value of fixed money 
salaiies of over 50 per cent And yet this did not for a long while require 
any special compensation to Government servants above the level of menials, 
peons and low-paid clerks.’* Why should, then, a much smaller decline be 
required to be compensated for specially ? It is the inherent defect of our 
community, and in fact of the whole social organisation in the world, which 
makes such fluctuations in the value of money inevitable But the Govern- 
ment would soon be bankrupt which would consider itself bound to compensate 
specially its servants every time such fluctuations occurred to the disadvantage 
of the public servants (4) Perhaps all these arguments against the grant of 
Exchange Compensation Allowance would have lost their sting if Govern- 
ment had been scrupulously, meticulously fair in awarding this grant. But 
the grant was made to all the servants of the State whose salaries had suf- 
fered by the vagaries of the Exchange — in other words only to the European 
servants of the State. Now, if it be admitted that the fall in the value of the 
rupee had caused a rise in the general price level, which it need not be de* 
nied was largely fixed according to gold standard, the Indian public servant 
had suffered in the same way, and perhaps to the same extent!, by the 
rise of prices in India To exclude him from the receipt of this com- 
pensation allowance could not but make the Indian feel that his country 
existed for the benefit of the European and not for his (5) Stdl an- 
other defect in this grant — a defect of detail but of very great importance— 
was that the grant was made to all European servants of the State ahke, 
whether they were already in the service or not. It may, perhaps, be 
specially pleaded on behalf of the old servants that since their entrance 
into service the conditions had materially altered, and Government might 
be pleased to consider and compensate them for their new hardships But 
the same argument could scarcely be urged on behalf of the new servants — 
those who had joined when the fall in exchange had become an accomplished 
fact, and only the extent of the fall was changing from year to year i 


’Since the above was written, very considerable additions have been made to the salaries 
of the superior public servants , and the additions, insupportable under a series of progres 
sively increasing deficits, have been invested with the sacrosanct character of solemn engage- 
ments The recommendations of the Lee Commission on the Public Services have riveted 
these and other additional burdens, open or concealed, by the special extraordinary piocedUrC 
of a parliamentary enactment overruling in eftedt the Indian Legislature, which had declared 
Its unwillingness to accept those lecommendations in no uncertain terms 

tin his interesting vvoik on "Modern Ciurenoy Reforms," Prof feammerer ha^ 
shown, by appending a table of venations in the index numbers of gold and the value of 
the rupee in India as measured by its purchasing power over commodities, that while 
the extreme variation in the value of gold was 63 points (lOO to f63) between 1873 and 
1893, that of silver in the same period was 2?, and that of the rupee 31 points “ India,' 
he says, "was like a merchant who had agreed to deliver over a long period of years, m 
return for a lump sum payment, a certain number of yards of cloth of a given kind 
annually, and v/ho unexpectedly found that the yard stick was increasing in size three t<f 
four per cent every year " 



or worse still, those who were to join after the fall had reached its maxi- 
mum It might well be argued that these latter joined with their eyes open 
to the prevailing state of things, Ihey would, of course, naturally benefit 
from any measures Government might adopt to steady the exchange value 
of the rupee for their own safety. But why should they be given any special 
compensation when they were perfectly aware of the declining value of 
tlie unit m which their salaries would be paid ? It was the absence of any 
reasonable answer to this question along with all the foregoing arguments 
agamst this giant, that made the policy so thoroughly objectionable,* 

This IS, perhaps, too long a digression to be inserted m this place. It 
was necessary and unavoidable to show how attempts are made to mitigate 
the blame for misjudged acts of policy by urging specious arguments about 
an unfavourable providence The vanations i n exchange would h ave 

* Ju 1833 the serious fall m the sterling value of the lupee made it necessary 
to give some compensation to European officers employed In India who have ordinarily to 
remit the money to England for the maintenance of their families , and Goveininent aocoid- 
ingly sanctioned the grant to such officers of an allowance designated the Exchange 
Compensation Allowance, sufficient to enable them to remit one half of their salary to 
Europe at a pnvileged rats, subject to a maximum limit of 1,000 a year The allowance 
took the form of a peicentage on salary calculated on the diffeience between the sterling 
value of half salary at the market rate of exchange and its value at the privileged rate of 
6<f per rupee, and was subject to the condition that it should in no case exceed in any 
quarter of the year the amount of lupees by winch conveited at the privileged late fell 
short of the equivalent of ;f250 converted at the market rate The percentage on salary 
was, until 1901, based on the amount by which the average demand rate of exchange duiing 
the quarter ending on the day named fell shoit of the privileged late In 1901 the exchange 
value of the rupee had become practically stable at 1* Ad and in order to avoid the 
quarterly calculations it was decided that instead of the aveiage quarteily late, the market 
rate of exchange should be taken at Is Ad per rupee This decision was in force up to 
1917 In this year, however, as the result of special conditions doe to the war, the exchange 
value of the rupee had risen above is Ad , and in view of this rise it was decided to restore 
the practice obtaining before 1901 Accordingly the percentage on salary fiom December 1, 
1917, began to be calculated witli refeience to the maiket rata of exchange In 1921, It 
was decided that the percentage admissible as E C A , if and when admissible, should be 
calculated on the rate for telegraphic transfers from Cdcutta on London on the 20tli of the 
menth preoedrog that m which the payment is made The rate of E C A was accordingly 
worked out every month, and circulated to the offlceis concerned in the Government 
Gazette published on or after the 20th of each month 

2 In sanctioning the grant of E C A , Government had decided that the allowance 
should cease to be admissible on the occasion of a revision of pay of a seivice or appoint- 
ment previously entitled to it In pursuance of this policy, and as a lesult of the recom- 
mendations of the Public Service Commission, when the pay of the various services and 
appointments was revised in 1919 and 1920, the exchange compensation allowance was with- 
drawn from them An exception was made m the case of the Indian Police Department, in 
which It was retained in the case of officers who were recruited before 1906 


3 In 1921, representations were received by Government regarding the difficulties 
experienced by officers of European domicile whose home remittances as measured m rupees 
had been largely increased by the low rate of exchange for the time pievailing To litigate 
the hardship caused to some extent. Government in October 1921 issued orders that any 
individual officer who was then holding substantively or In an officiating capacity a post, the 
pay of which had not been increased, and who drew EGA while holding the post at any 
tune before the revision, would be allowed so long as he continued to hold the Same post or 
a similar post on the same scale of pay a personal allowance equal In amount to the E C A for 
which he would from time to time have been eligible, had it not been wltlidrawn In case an 
Increase of pay had been g^yen but was insufficient to countei balance the exchange compensa- 
tion allowance, a reduced personal allowance sufficient to make up the deficiency was granted 


4 TheEqA, isn 
Police Service appointed ] 
frojn actual loss of emolui 
on Contract in which K C 


iw drawn, if and whan admissible, by (l) officers of the Indian 
inortol906 (2) officers including High Com t Judges protected 
lents by the orders referred to in para 3 above, {3) officers serving 
A forms a part of the terms of the contract 



caused comparatively few and unimportant fluctuations"' had the Govern- , 
ment of India (l) taken steps to limit, and gradually to dimmish, their gold ' 
obligations, as they could have done with little difficulty even after the 
danger had become imminent , (2) not undertaken wars' of aggression or 
conquest, nor added to the military strength, nor constructed defensive but 
unproductive railways from foreign capital borrowed on usurious terms , 
and (3) not added unnecessarily, unpardonable burdens like the exchange 
compensation allowance. 

(e) Duality of Spending Authorities 

Another patent factor for variations, -usually on the side of excess 
of expenditure, though occasionally on behalf of economy, lies in the almost 
absolute power of the Secretary of State and of the India Office to suggest . 
or sanction additional expenditure of almost every kind We have discussed ’ 
elsewhere the nature and extent of constitutional checks as regards Indian 
expenditure m the section dealing with financial organisation Here we 
have only to note that on account of this almost unchecked authority to 
initiate, control and sanction expenditure, the India office has again, and 
again thrust upon the Government of India additional and unwelcome 
charges, often with the acquiescence or connivance of the officers in India, 
but sometimes even against then: unanimous opposition And as these 
changes are made often at the eleventh hour, fluctuations between estimates 
and actuals are bound to be serious and unavoidable.! 

(/) Unsuitable Fiscal Year 

Lastly, the present practice of commencing the financial year from 
April 1st has nothing to recommend it in India except a too faithful 
imitation of the English system In England, the practice has its justifica- 
tion not merely by right of prescription, but also because it is suitable to 
the commercial customs of the country.I The bulk of the revenues m 
England consists of tax-revenues, chiefly direct taxes, which are commonly 
paid m the first month of the calendar year, that is, at the close of the 
budget year when the large corporations or landlords have realised their 
profits or rents, and are able to pay the income and property taxes. 
Similarly the bulk of the payments by the State being made on quarter days, 
chiefly in the last quarter, the commencement of the financial year on April 
1st IS guite suitable in England. But in India the most important sources 
of revenue depend upon the character of the season, and that character 

* Cp Wacha’s evidence before the Welby Commission, especially his reply to Jacob, 
t The first Afghan war is a classic example on this point Within the period here 
reviewed, the first budget speech of Laing and the speeches of Baring contain illustrations 
in point See also the first speech of Wilson , 

t Upta 1866-67 the Government of India’s fiscal year commenced on May 1st and 
ended on April 30th It was changed in 1867 to conform to the Enghsh practice There 
IS, besides, the PasJ!i year dating from the days of Akbar, and occasionally heard of even 
now in connection with the land revenue Being a lunar year, it is liable to variations 
which makes it unsmted to be a fiscal period 



cannot be finally settled till about October. K would, therefore, be of 
great benefit if the financial year Is made to commence from October 
1st, and the budget piesented, not, as now, a month before the commence- 
ment of the financial year, but a month after. All the important items of 
levenue can then be pretty correctly estimated, and so too the expenditure. 
The column for revised estimates may even be altogether dispensed with, 
since, with a fuller development of the system of Provincial Finance, and a 
better contiol and audit system, the final accounts m all branches of levenue 
and expenditure can be concluded by the end of the 1st week of Octobei, 
The budget may then be prepared, and introduced about the end of October, 
to be finally carried before Christmas If this reform is earned out, the 
financial procedure would at once be more simple and accurate But this or a 
similar suggestion, though pressed before the Welby Commission, has not yet 
been accepted by the Government of India. 

(s) Confusion between Capital and Ordinary Expenditure 

Another alleged reason to explain the variations between the esti- 
mates and the accounts is the frequent confusion between capital and 
other ordinary expenditure. As a large piopnetoi or co sharer m industiial 
concerns, the Government of India occupies a very prominent place among 
the progressive and civilised nations of the world. Thanks to these 
industrial concerns, they have to spend every year large sums to meet the 
ordinary, recurring, operating expenses, as well as to supply periodical renewal, 
replacement or extension of the existing concerns and new projects. Between 
these two classes of expenditure there is, indeed, an obvious diffeience, as 
important m theory, as it is convenient in practice But in the absence 
of rigid, well considered rules, it is possible to overstep the vague and some- 
what shifting boundary It happened, for example, duiing the viceroyalty 
of Sir John Lawrence, that large sums weie decided to be, and were actually, 
spent OS' the construction of the barracks, which Sii G Tievelejan and Mr. 
Massey both considered to be capital transactions, since they weie to be met 
with largely from borrowed money It was apparent, however, that the distinc- 
tion between capital and ordinary expenditure did not quite coirespond to the 
distinction between works constructed from borrowed funds and those from 
surplus revenues. And so eventually all these sums were treated as ordinary 
expenditure, thus profoundly affecting not merely the estimates but also the 
accounts of those years Similarly, in later years, famine expenditure, war 
expenditure, and even exchange losses, were treated as extraordinary. Which 
was not m the first instance charged to the ordinary levenues. The possibility 
of doubt or discrimination has occasionally led to confusion m the figures. 
One set of figures for a given year may give net expenditure not including 
the whole of the so-called extraordmary or capital expenditure , while another 
set might give total -expenditure including all such items. For one year, 
agam, the figures may have been compiled before the final directions were 
issued ; while another set may give figures for the same year after giving 
effect to the final orders of competent authorities in doubtful cases. It jp 
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enough to mention this to show how differences in the figures of the’ same 
year are hi ought about. 

A cognate cause of variation may also be noticed here in passing, 
The transactions of the traasuues of the Government of India include a 
large number of items, on either side of the account, besides the revenues 
leceipts and disbursements, on account of ordinary expenditure There are, 
first of all, the various kinds of debt receipts and capital disbursements, 
such as the leceipts on account of permanent loans, unfunded borrowings, 
Savings Bank deposits, or the railway, canal or other public works capital 
expenditure, which must all pass through the Government Treasuries, and 
which cannot but complicate, and sometimes confuse, accounts Then there 
are various funds deposited with and administered by the Government, 
such as the Local Funds, Pensions and other Provident Funds, some Trust 
Funds etc. Lastly, perhaps the most important item now is the remittance 
account, which is no longer limited by the Home Charges, but is assuming 
more and more the character of banking and exchange transaction. Closely 
connected with this account by a senes of laws and orders is the Gold 
Standard Reserve Fund Account and the Paper Currency Reserve 
Account, The total transactions of the Government of India run into 
hundreds of millions of pounds owing to these various receipts and disbuise 
ments. The magnitude of the transactions would, of course, be no excuse 
for the errors committed thereunder. But the variety of these tiansactions, 
coupled frequently with a want of accurate classification, may explain how 
variations in the figures for the same year may be brought about. 

As would have appeared from the foregoing discussion, and as would 
become more increasingly apparent in the subsequent sections, the true 
cause of such fluctuations is to he found in the inexperience, if not the 
incapacity, of the officers of the Government of India in chaige of the 
Finance Department. All the most important offices are reserved for — or 
are usually occupied by Indian civilians — men of libeial training in their 
youth, whom long service under dry and iigid rules has hardened and made 
impervious to all new ideas, and incapable alike of seeing or correcting 
their mistakes Called upon to discharge duties requiiing familiarity with 
immense and complicated accounts, dealing with questions of far reaching 
economic effects, administering a department demanding the fullest exercise 
of the most consummate statesmanship, they were neither accountants nor 
economists, nor great statesmen, whatever their ments as administrators 
may have been. 



CHAPTER n 

Expenditure on National Defence 

In accordance mth the general plan of this wovk, we shall discuss 
the defence expenditure of India under the following mam divisions (a) 
general principles governing the cost of national defence ; (l>) the history 
of the Indian Military Expenditure, including an outline of the organisation 
of the Indian Army ; (c) statistics of the cost of national defence in India, 
with a brief explanation of some specific details ; (J) criticism and sugges- 
tions on a review of the policy and organisation ot the military administra- 
tion in India. 


I. Economics of National Defence 


Strictly speaking, military expenditure of every description, whether for 
actual fighting or even for preparation for active hostilities, must be pro- 
nounced to be wasteful and unproductive by the economist intent only on the 
ways and means of adding to the sum total of material welfare in a given 
community. True, the social organisation which enables mankind to cany 
on its productive activities m peace and security is, under oui existing un 
happy conditions, largely dependent on the equipment for defence, which 
every community must maintain, on pain not meiely of hampering its pro- 
ductivity, but of being annihilated But though a condition of production, 
this is not a cause or a factor of production Even as a condition, it cannot 
be ranked with such influences as climate, for example, which are as indis- 
pensable as they may be incapable of modification by the ingenuity of man. 
The problem of defence or military preparedness is largely, if not wholly, a 
creation of man himself, of our modern commercial civilisation. By settmg 
up the principle of self interest m a universal struggle for existence as the 
only motive force in life, we have necessarily multiplied the occasions for 
individual as well as national 3eaIousies and rivalries, which, even if they 
do not always end in bloody conflicts, involve the maintenance of huge arma- 
ments as a sort of a guarantee of defence, as a sort of an insurance against 
war.* Created by man and his institutions, the difficulty can be obviated also 
by man The thinking, if not the most effective, portion of civilised human- 
ity seems to have perceived, even now, the utter, unspeakable waste of the 
preparations for war Efforts are being made even now to provide a much 
stronger guarantee against this periodical lapsing into primitive savagery, 
which has militated so strongly against the peace and happiness of mankind, 
jrhe Disarmament Treaties and Conferences are, indeed, only a beginning, 
—and a very defective begmmng, at that— for the day when war shall have 


♦ This, at least, .was the theory put forward by the ex-Kaisei and his Junkers and 
the dominant military caste oP^urope in the pre-war period But War was not averted in 
spite of feverish and frantic {Bieparations for a generation to "insme” against wai 
Nor was the protraction of the struggle, when it did break out, determined by the vaunted 
factor of purely miUtaiy or fighting efficiency The mam thesis of the wiiters of the Norman 
Angel School also inclines to the sajn^i, * * 



ceased to be. The motives and intentions of those participating in these 
pioneer efforts at ensuring the perpetual peace of the world, the conduct and 
utterances of the foremost figures in the drama of modern international life are 
not proof against the possibility of misinterpretation , nor are their methods 
and procedure such as unquestionably, unequivocally tend to the elimination of 
the use of brute force m settling the disputes between civilised communities. 
The League of Nations is anything but a Parliament of Man Until 
quite recently Germany was excluded, and Russia is even now an 
outcaste. The United States affect unconcern, and the one time comrades 
m arms agamst Germany make no secret of their desire completely to 
dominate this their own creature But faint and doubtful as these 
begmnmgs are, they are nevertheless beginnmgs m the right directions , and 
it IS to be hoped the dream of all the noblest and the best amongst us for a 
warless, world will shortly come true 

■pending however, the realisation of this dream, the fact must be noted , 
that the expenditure on national defence is, by itself, unproductive and waste- 1 
ful. It IS unproductive, not only because all the labour and capital devoted! 
to it are devoted to the genius of destruction. If material utilities, hka 
battleships and aircraft, shells and cannon and armoured cars, military lorries 
and fightmg equipment of all kind, including prpvision for the treatment of the 
wounded, are created, they are all waste from the pomt of view of pro'motmg 
the real well-berog of mankind. Men and money engaged in these occupations, 
even in time of peace, are so much deduction Jtom. materialLy productive 
energy. Hardly anywherp m the world, even in the richest countries, m the sum 
total of productive energy equd to the sum-total of consumptio.H>ener^ or 
requifements , and the consequence of a high death rate, particularly ip-^the yet 
untried fWealth repiesented hy the infant- world, of want and misery^' of vice, 
disease knd starvation, is but all too common among mankmd, 

' This is common to all countries. The wastefulness of military expen- 
diture IS particularly prominent m subject countries like India, whose, pro- 
vision of defenee-is frankly. thfiJask_oLan. outside agency. The little return 
m the shape of wages or salaries earned by those engaged m the occupations 
ministering to warfare, — not to mention the still more valuable though intan- 
gible retiyn in the shape of superior knowledge and experience necessarily 
gained by officers m the higher command in the prosecution of their profes- 
sion, — IS denied to Indians in their own army. True, the large bulk of the 
actual soldiers, — the cannon fodder proper, — are Indians , but the wages and 
allowances they receive are hardly better than the pittance received by the 
lowest kind of labour in the most poorly paid trades in ihe country. This 
becomes all the more glaring by the contrast afforded by the emoluments to 
the non-Indian elements of the army in India The latter, It has been, 
officially admitted, cost per ,'head more than four times as inhch as the Indian' 



elements * There is, indeed, a scheme set afoot, in the last two or three years, 
for the gradual'Indianisation of the Army in India , but, at -the present pace, 
it will take. 30 'jears at least before the entile army in-all its lanks and de- 
partments is tlioroughly Indianised, and the wages, salaries, pensions and 
other allowances are, if not saved, at least, kept in India by Indians entirely. 
A committee is also sitting, while these lines are going through the press, 
to consider the most effective means of providing for a piopei militaiy educa- 
tion and training m India f But when due allowance is made for all these 
recent developments the outstandmg fact must still be noted- that, hithei to 
at least, the task as well as the benefits of the defence of India was practically 
a monopoly of the alien rulers- of India, with the exception of the ordinary 
soldiers paid at rates which a_ lea garden cooly may consider unacceptable. 
The VI astefulness, therefore, of the militaiy expenditure m India is doubly 
onerous . and the tact that the peculiar histoiy and social organisation of India 
have created certain classes in the counliy who consider military service then 
only-pfOljer occupation, and who will therefore serve m the army at starvation 
wagesior liss, rather than demean themselves by taking to any unbecojning 
line, ujay be an explanation of the Government of India obtaining the re- 
cruits at such low wage?, but is in no way a palliation of the intimsic waste- 
fulness of the entire system 

We have, of course, spoken thioughout this section of the wastefulness 
of defence expenditure The evil of military expendituie mamtained for , 
aggressive ambitions or vam pursuit of prestige is, though far from being 
unknown m India, nowhere openly supported nowadays on economic grounds. 

^ ITet lis consider this problem of the economies of- national defence 
from aftother point of view. Talking the expenditure for defence undei the 
two usual heads of expenditure (a) for war pieparations and (b) that on actual 
fighting operations, let us include under the former all Qiitlay on and for the 
pay, training and equipment of every fighting unit, whether of the Regular 
Army or of the Reserve. This forms the most considerable and regularly 
expanding item m modern budgets. Its scale is determined by considerations' 
of military efficiency only. 


Exper^ mihtary and financial opinion is divided as regal ds the most 
economical methods for obtaining the best results from the point of view of 
military efficiency. Two rival principles have, until recently, held the field 


*“ The annual cost of an officer holding the King's Commission has risen frdhi about 
Ks‘ 7,000, to about Rs 11,000 in the case of British servioes, and fiom about Rs. 9 000 toi 
about Rs 1<1,000 in the ease of the Indian services, of a Bntish soldier from about< 
Rs 1.000 to about Rs 2.500 , of an Indian soldier from about Rs 300 to about Rs 650 
and of the lowest class of followers from about Rs 100 to about Rs, 300.” Co The 
Army tn India and Its Evolution 183) published by Government, 1924 Sir Godfrey 
Fell gave the average cost per British soldier at Rs 2,000 and of an Indian soldiei Rs 5no 
per annum m 1921 m answer to a question m the Indian Legislative Assembly 

f The so-MUed Indian Sandhurst Committee commenced taking evidence In the cold 
f 1 importance may be judged m the Indian mind from the single fact 
that the leader of the party which had made uniform obstinctioi, to government measures 
ana-policies tts;diahnguisljing feature consented tq treat this committee as an exceptm and 


:o serve on It himself 



in this respect. The United Kingdom with her colonies and the United 
States were, before the last war, the leading exponents of the system 
Voluntary Enlistment , while the Continental countries harte always been the 
champions of Conscription. Special advantages were claimed by each side 
as the particular justification of the system espoused by it. The advocates of 
Voluntary Enlistment * claimed that (l) a standing army of professional 
soldiers, however small, is more efficient by its compactness and specialisa- 
tion than a whole nation of soldiers, who are each trained foi a few years 
and then sent home to forget the results of their military training, at np 
time a very agreeable occupation to the majority and particularly distasteful 
when it IS forced. The short annual manoeuvres and service in the Reserve 
are unable to keep such an army upto that pitch of efficiency chaiacteiistic 
of a professional army But the latter, it is urged by the advocates of the 
rival principle, is hkely to prove dangerous to the peace of the commonwealth 
if it IS too large, and unequal to its task if it is too small. The task of 
national defence in an hour of danger cannot be satisfactorily performed by 
mercenaries, even when they are nationals of the country endangered, not 
so much because of any want of patriotism, as the inability of them natural 
support, the country at large, to back them up properly It would be 
unfair to expect the mass of the population in such a country, unaccuslomedi 
as they are to acting m concert with large numbers, to disciplme and haid * 
ships, to handle arms at a moment’s notice even if it is only to serve as 
auxiliaries. A professional army, moreover, tends to be recruited from the 
most imdesirable elements of society The majority of the professional 
soldiers would be unreliable as they are imperviously insensible to the nobler 
emotions. But if these arguments of the conscriptionist are weighty, his 
opponent can still find an answer m the (2) relatively greater cost of conscrip- 
tion to the community. The total army expenditure m Germany before the 
present revolution was higher than in England, t but the cost of mdividual 
.soldier was much less in Germany. But these figures are delusive. They 
do not give any idea of the cost to the individuals taken from their legitimate 
.economic employment, nor to the nation m the shape of the loss of working 
days productively employed. To bring out the total cost of the army under 
Conscription, we must add the average wages of the men engaged in pxodnc- 


* Adam Smith Wealth of Nations , Adams Science of Finance pp 40, 56, 57, 80 . 
Cliff Leslie Essays 143 , Bastable Public Finance pp 58, 72 

fXhe following statistics have been compiled from the Statesman’s Year Book 1916, 
The Military Budget for 1914 


Country 


Total Military 
Establishment 


France 

German Empire , 
United Kingdom .. 
United States 
(1913-ie) 

This table shows the cc 


Total Military 
Expenditure 
£ 

48,146,388 

60,429,705 

28,845.000 

21.438,829 


Cost per soldier. 


£ 

56 '9 nearly. , 


Enhstment than in those of Conscription 


per army unit much larger In Jhe Countnes of Voluntary 



uo 

tive Employment “ The military service postpones to a relatively very late 

period the productive use of the productive powers of the country The 

waste of skilled labour .. is enormous,. . Half the time of the flower of 
population IS thus un productively spent,” says Cliff Leslie, by no means an 
unsympathetic critic of the compulsory system. But the advocates of 
compulsion consider the value of discipline and habits of regular life acquired 
during thiee or four years of compulsory military service as more than compen- 
sating for all the indirect loss arising from unproductive employment. 
"The Army acts as the most finished school of hygiene,” says Price 
Collier in his sympathetic work on Germany, The Anglo-Saxon psy- 
chology IS apt to undervalue these results, considering the habits of 
discipline and regularity as having been purchased at too great a cost if 
all individual initiative is to be lost thereby, Jerome K, Jerome's satire 
about the German love for order and respect for authority depicts faith- 
fully the English idea of the value of discipline But to an impartial 

observer the question may neveitheless occur whether, in a country which 
leaves its citizens to shift for themselves, it is always certain that the 
majority of the citizens will be Napoleons and not Bill Sykes. Besides, 
the argument about the loss of wages may be more definitely answered. I 

Cohn argues that the loss must not be computed at the average rate of 

wages, since the average wage-rate would have been much, lower if the 
men engaged m military service were competing with the rest for industrial 
employment, not to mention the equally important fact that most of these 
men, if not in the army, would probably have been m the prison or the 
workhouse rather than in the factory. Allowance must also be made for waste 
due to strikes and lock-outs and other disturbances of the modem industrial 
machine. 

Everything considered, the compulsory system seems preferable to 
the Voluntary} not only because the unit cost of military defence is much 
lower than in the latter , bht also because under conscription the nation 
can always command a much larger proportion of well-tiained reserves, equal 
to any emergency of national defence Under voluntary enlistment, Reserves 
are apt to be neglected, ill-trained, ill-equipped, inadequate, undisciplined and 
unreliable. The maintenance of large armies, moreover, inevitably brings in 
Its tram the establishment of large mdustries run most efficiently by the State, 
It would not do to trust to outside supply for military necessities in times of 
war, England furnishes a classic example of the danger which may overtake 
a country, not quite so rich or well-connected as England, if, m its moment 
of supreme need, it has to depend for food and fodder, for guns and sheila 
on foreign supply. Works like the become the national necessity ; 

and afterwards supply an obvious refutation of the common delusion about 
the incapahity of the,State to conduct mdustnal enterprises.' Besides, large 
inasses of men habitually living under strict regulations, prescribing their food 
and clothing'; their amusements, occupations and exercise, render it ever so 
* Cliff Leslie . E3says'^143( 
t See Cohn "Finance” Art. 142, 17S, 181, 188. 
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much more easy to organise labour, and through labour the whole world of 
industry. If then we prefer conscription, it is not because it is symbolical 
of militarism, but rather because it is a foretaste of socialism. ■*' 

(b) The other branch of military expenditure-cost of fighting oper- 
ations— is irregular and abnormal. When it occurs it mayiie met outx)f 
current revenues or from borrowed funds The vast dimensions of modem 
was: expenditure make an irresistible argument in favour of borrowing for a 
part at least of the cost of a war and the balance of historical tradition inclines 
^ the same way. But to burden unborn generations with a considerable load 
t of unproductive debt without any compensating,factor is an obvious injustice, 
Modern economic opmion is, therefore, in favour of meetmg as large a share 
as possible out of the current revenues, which mustmonsequently be raised to 
the highest bearable pitch, before havmg recourse to loans. The Bismarckian 
idea to make wars pay their own cost can no longer hold good under modern 
conditions as France is rapidly finding out. To be financially paying, the war 
must be against an enemy that even in defeat would be rich enough to pay 
an indemmty. And, of course, the vanquished, under these circumstances 
would for ever prepare for “ revenge ’’ in spite of a steady impoverishment ; 
and thereby keep up an increasing scalq.of wasteful expenditure for the victor 
on pretence of preparation.t 

The peculiarity of modern military budgets m the leading countries of 
the world, vtz its irresistible tendency to a steady expansion, needs to be 
mentioned, if we are to understand properly the economics of such outlay. 
Apart from such factors as the interest and sinkmg fund charges on war , 
debts,! which grow after every war, but which threatened very soon to be 
converted into political factors owing to the growing volume of public opinion 
in favour of drastic measures like a Capital Levy to liquidate these burdens ; 
and which, accordingly, pass out of the purely economic reasoning, there are 
reasons of technical efficiency and improvement which explain to a great 
extent the growing cost of modern armaments 1 This is an age of inventions ; 
and every fresh invention makes the existing equipment obsolete and ineffec- 
tive, Mechanical transport has rendered not' only animal transport but the 
whole arm of cavalry practically useless The aeroplane and the poison gas ; the- 


*This approval of the compulsory military service has, of course, to be modified 
by local considerations England with her scattered possessions might find it difficult to 
ask her citizen soldiers to serve for two or three years in distant colonies The existing 
industrial* organisation of countries like England oi the United States must also be consulted 
before such a scheme can be adopted In India, such a system would in all piobability be a 
failure, at least for some time to come, owing to the religious sentiments of a large section of 
the population The industrial argument in favour of conscription adduced above will gain 
or lose according as the new Geiman Social Democracy succeeds or fails And the whole 
argument would be unnecessary if the League of Nations is able to control the local 
ambitions of the constituent States, 

t The treaty of Veisailles IS a masterpiece of camouflage_ and a stiiLing instance of i 
the argument adduced m the text French opmion, if truly represented by journals like 
" L' Action Pi ancaise," seems to have lost equipoise, and is intent upon, demanding and 
exacting the utmost that can possibly be obtained from Germany without utterly destroying 
her like Austria But as the original Treaty is already a dead letter for all practical purposes 
by this time, we need hardly labour the point any more. 



subnianne and the torpedo boat destroyer, and countless others have levied each 
then own toll in blood and money upon the rival nations of^ mankind ; and 
hence the phenomenon of a steadily growing military budget in every country 
which IS not permanently neutralised, 

H,— A Brief History of the Indian Military Expenditure 

The slretch attempted below is purely from a financial standpoint ; 
questions of military organisation and distribution of armament and equip- 
ment, though inseparable, will be touched upon only m -so— far as they are 
inevitable for a coirect understanding of the subject. The general discussion 
of military policy will be postponed to the last section m this review. 

At the time of the Mutiny the Company’s army consisted in part of 
European regiments, but largely of sepoy regiments officered by , ]^ur6peans. 
The proportion between the two was — British 39,500 ; Indian 3,11,038; 
Total 3,50,538. The disproportion between the Indian, and the European 
troops came to he regarded as the efficient cause of the mutiny. Hence in 
all projects of military reform set on foot after the transfer of the government 
to the Crown, the first consideration was to increase the European element, 

A European soldier was relatively more costly than an Indian, not 
only because the pay of the former was higher, but also because of the 
higher pensions, housing, sickness, transport and other charges incidental 
to a European army in India Accepting the principle of a considerable 
force to be permanently maintained in India, Lord Canning and his friends 
still contended for a local European army, which should be at the disposal 
of the Government of India absolutely, which would not be liable to be 
removed from India for the defence of the Empire at large. It would be 
more economical and more efficient , economical because to a very large 
extent the transport and other charges would be saved ; and efficient because 
the experience gamed by the officers and men will always be at the disposal 
of India. Finally, it was more than probable that the officers and men 
of such a local European force would come to (identify themselves 
more closely with the people, and thus promote mutual understanding. 
Unfortunately for Lord Canning, imperial considerations prevailed. “ The / 
British Army,” it was urged, “should be truly imperial and ought not to be' 
divided into two parts serving different masters , that the spirit and tradi* 
tions of the British Army could be preserved only by the periodical 
returns of the regiment to England ” One would have thought ther British 
Army in Tndia, governed directly under the authority of the British Crown, 
would in no way be servmg two different masters. It possibly may have 
been the case when India was governed by the East India Company, It 
was, nevertheless, resolved that the Company’s European Army be trans- 
fened to the Crown and be amalgamated with the Bri tish Imperial Army 
‘Lord Canning was a warili supporter of the idea of a local European army in India, 
and he might qflite probably have carried the day, but for the “ WIute_Mjibny ' ’ due to tlie 
protests of the European soldiers against being transferred to the service of the Crown, with- 
out their wishes in the matter being at all considered Cp His life in the Rulers of India 
Series, and also the History of India by Trottqr, Voj IR 
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The Royal Commission appointed to consider the question, advised that 
the European Army in India should consist of 80,000, and that the Native 
Army should not exceed more than 2 to 1 m Bengal and 3 to 1 in Bombay 
or Madras. In order further to render concerted action by Indian troops' 
impossible, it was provided that the native regiments were to be formed .as* 
far as possible of units of different castes In 1861, the British Army in India 
was 60,000 strong, but the stiength was reduced in later years. After the 
amalgamation, and particularly since the introduction of the Short Service 
System in the Regular British Army by Lord Cardwell," the British regiments 
came to India m their regular tour through the Empire, the object being to 
familiarise the officers and soldiers with the conditions of fighting m every 
pait of the Empire. While in India, the troops are supposed to be lent to 
and paid by the Government of India, the rules of pay, pension, equipment 
being as nearly as possible co-ordinated.fv., 

The native Indian Army was reduced, after the Mutiny, from 311,0001 
to 140,000 by 1864. But the European officers attached to each native , 
regiment were at the same time increased These officers were, m future, 
to be recruited from a new institution, called the Indian Staff Corps, created 
in 186.1. Promotion in the Staff Corps was to be purely on lines of seniority, 
12 years’ service (afterwards reduced to ll) qualifying for captaincy, 20 
years for majority, and 26 yeais for the lieutenant colonelship. After S 
years’ service as lieutenant-colonel the brevet rank of colonel was open to 
every officer. At the same time that it provided officers for the native Indian 
Regiments, the Staff Corps was also to provide Jor posts m the Army De- 
partment, as well as for those Civil and Military posts which were open to 
soldiers! . The gieat evil of the institution horn a financial stand-point 
(and we may remark m passing that it was by no means free from objection 
even on the ground of military efficiency) was that it would add enormously 
to the pensions charge by the automatic, mechanical qualification it required 
for a certain pension being earned. 

After the wholesale reorganisation, the Army in India enjoyed nearly 
20 years of quiet, enlivened occasionally by frontier W'ars, in Bhutan or Chi- 
na, and in 1867-68 as fai afield as Abyssinia But it was on the whole an 

* The Short Service System was mncli criticised, and strongly objected to by the 
Government of India Cp the evidence before the Welby Commission of Sir Henry 
Waterfield Apropos it may be noted that non-official witnesses, like the late Mr G K 
Gokhale, took the same view Mr Gokhale remarked m his evidence, " We pay for Short 
Service but the advantage of the system goes to England The pecuhar merit of the system 
IS that it gives a large reserve Our English Reserve is m England, and is not available to 
us ' ’ The system was not applied to Indian troops m India, who therefore had to be 
maintained on a wai footing 

t There was a bitter dispute between the Government of India and the War Office in 
respect of these Home Charges of British troops while serving in India The official witness 
before the Welby Commission made out a strong case for the Government of India See 
particularly the Evidence of Su Henry Waterfield ' 

f Criticising the institution of the Staff Corps, Mr Gokhale m his^ evidence before 
the Welby Commission remarked that " Every Officer m future could rely on getting Colo- 
nel's allowance if he lived and clung to the service till he had' served 38 years ” In 1893 
he calculated that in a total number ot ?,826 officers, there were 501 in receipt of Colonel's 
allowance, 



era of peaceful development. In spite of the rigid and drastic economies 
determined upon aftei the Mutiny, and carried out by Loid Lawrence, the 
military expenditure did not show any diminution. In fact, a marked increase 
occurred during 1868-69 to 1870-71 owing to the large expenditure 
^undertaken for military baaacks and paid out chiefly from the ordinal y reve. 
nues Sir John Lawrence was the most poweiful exponent of the policy of 
“ masteily inactivity ” on the frontier, which saved India fiom a disastrous 
Afghan War during his administration and that of lus two immediate sue- 
cessois*. The policy of armed vigilance on the frontier keeping jingoism 
in chains, and resolutely refusing inteiVention in affairs which concerned 
ns not, was reversed by the fatal blunder of Loid Lytton, who was encouraged 
and supported by the “Forward” School m England. Without going 
into the lights or wrongs of the Second Afghan War, we may at least 
remark that financially it was no less a disaster than militarily it was a 
catastrophe. The story of the full havoc of the Afghan War on Indian 
finance is told elsewhere We need, here, only acknowledge the solitary 
instance of bare justice that England has rendered to India in all their 
connections of more than a century The war like all wars with Afghanistan 
was fought for English interests and at the instance of English statesmen, 
England undei Gladstone’s regime agreed to contribute/ 5,000,000 to the; 
costs of this wai (over /23, 000,000). This was hailed as a manifestation of 
the English sense of justice by a people accustomed to the imperialistic 
indifference of the Anglo-Indian statesmen of the Lytton or Strachey stamp, 

The experience of the Afghan War led to the appointment of the 
Simla Army Commission of 1879 under the Presidency of Sir Ashley Eden. 
That commission was divided as regards the policy to be pursued on the 
frontier, and unanimous on military reform proposals. They suggested (1) 
a reduction m the number of cavalry and infantry regiments so that the 
total strength of the Army (65,000 British and 1,35,000 Indian) remained 
undisturbed ; (2) the amalgamation of the three Presidency Armies, which 
was prepared for by the consolidation of the Military Accounts Department 
under one Accountant-General m 1864 and of the Remount Departments, 
was finally accomplished in 1893. 

Between 1880, when Afghan territory was evacuated, and 1885, when 
Penjdeh was occupied, the only military incidents of note were the Egypt 
campaign of 1882 and Snakim expedition of 1885.1 In the latter year, 
under the ' diplomatic’ Viceroy Loid Dufferm, Russophobia becamb extre- 
mely acute, A large army was mobilised, but peace was preserved. | It was 
fancied, however, that danger had not finally disappeared , and, therefore, 
a costly scheme of Special Defence Works on the frontier and in the various I 

* On the question df Frontier policy Sir J Lawrence and Sir Bartle Frera^epresanted 
each the two opposite schools, cp " Making of a Frontier ” Durand 

t For a lisf of Indian Military Expeditions from 1859 to 1895, see Evidence Vol II, 
pp. 350 and 364 of the Welby Commission See also the September nuniber (1922) of tfip 
Wodetn Review, article by Prof C, N, Valsil, 
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ports of British India was sanctioned! and 10,600 men were added to the 
Array, the British element being increased beyond the suggestions of the 
Simla Array Commission. The mcrease was calculated to cost two million 
sterling, and showed a strength, when completed, of 73,602 British officers I 
and men and 1,53,092 Indians.' The imperial service troops also came 
into existence about the same time, but the whole cost of this body was 
borne by the chiefs who raised them, with the exception of the charges of 
inspection, which fell on the Government of India. The Army thus increased 
was frequently lent to the British Government when not engaged m conquests 
for the Government of India.! 

The effort India made to help the British Empire in its supreme hour 
of need during the European war of 1914-18 may be most succinctly, though 
quite inadequately, summarised m the following figures. On the outbreak of j 
the war, the Indian Army numbered 194,000 Indian ranks to which must be I 
added 791,000 recruited during the war years. Of this total combatant 
strength of 985,000, 552,000 were sent overseas to fight the Empire’s 
battles. Of the non-combatants 391,000 were sent overseas. Of these 
36,696 lost their lives, and 69,898 were casualties of all kmds. 

' ' <1 The Indian Army as organised to day has no territorial reserve, or 

a second line of defence As in the days of the Moghuls and the Mahrattas 
and their predecessors away back m history, India depends on a single 
army, which, if defeated, will leave no defence^ for the_ country. The Govern- 
ment of Indiarare not unaware of this fundamental weakness in their military 
organisation. In their moment of dire peril they did try, in 1917-18, to make 
an experiment with the so-called Indian Defence Force, six units of 1000 men 
each, a fterwards raised to 12,000, out of men ^ed 19-30 years, and from classes 

• Lord Duffenn formulated in 1885 and Lord Randolph Churchill aooepled the poUoy 
of "buffer states" for tlie defence of the frontier and regulation of the Indian military 
expenditure But it was broken the very next year in connechon with Burma, which was 
too pulpy to serve as a good buffer See Lyall'a Life of the Marquis of Duffenn and Ava 

t For expenditure on Special Defence Works, op table of military expenditure below 

Mr. Vakil gives the following figures of the cost of extra-frontier expediUon charged 
to India — 
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Perak. » ... 41,000 Burma . . .. 4,705,000 

2nd Afghan Witr ‘ 12,516,000 Suakini . .. 231,000 

Egypt . ' X 1,250,000 World War . .. Rs. 137,70.00,000 > 

Thdse figures^ obviously understate the case The 2nd Afghan War figures, for exam- 
ple, do not include the cost of the Frontier Railway built for military reasons See the figure 
Mte p 49. The figures for the World War do not include the free contnbution of 150 
crores, nor the cost of the 3rd Afghan War estimated at Rs 38 9 crores, nor the permanent 
increase In the regular charges caused by the War / 

t Between 1895 and 1920 there were the Suakim Expedition of 1896, India paying 
all the ordinary charges , Mombassa Expedition of the same year of which the British 
Government bore all the costs , the Transvaal and Boer War loan of troops for which India 
bore the whole cost , and the present War, m which India boro all the ordmary charges, 
besides making a gift of ;fl00-4;f45 million, and adding 100% to the total normal mihtaiV 
Budget. 



from whom ordinarily men are not recruited for the Army. But the response 
was very meagre, for these classes had no military traditions, and no previous 
connection with the Aimy They also objected to 90 dajs’ continuous prehini' 
naiy training while their set piurpose was little better than that of the police. 
In reviewing the history of that experiment, the Eshei Committee write : — 

"In forming onr conclusion we have been impiessed bv the fact that the highes* 
military authorities m India accept the principle of a national defence force, and 
aie of opinion that it is one to be encoiuaged They have told us, however, that 
we must not shut our eyes to the practical difficulties" They add — " Not only 
have we to beai in mind risks that we run in organising a foice that may bo used 
against us in one way pr anothei, but we have to cieate oi levive the necessary 
military qualities m a collection of different races who are striving under oui 
control to evolve a common nationality, and with it the ideal of national parti- 
cipation in the defence of their countiy We do not want to uin mote 

risks than are necessary , we do not want to mteifere unduly with leligious oi 
local customs and ideals , and wa do not want the country geneially to get tired 
of what is admittedly an evpeument before the desired lesult is obtained " (Page 
12, part VI of the Report ) 

Hence they proceed to recommend the creation of a Territorial Force, 
without impairing the efficiency or interfering with the lecruitment of the 
Regular Army, or reducing its cost, on the basis of voluntaiy enlistment ‘ 
for four years and service in India, out of men aged 18-30, witli special 
encouragement to University Corps. These should be paid at rates now 
allowed to Indian rank and file. On this basis they would like to raise, as 
a first expermient, a force of 12 units only, not more than 12,000 men in all, 
Provision has been made by the Auxiliary Force Bill of 1920 for the annual 
embodiment of men for a short period of service m successive years ; but 
the results to date are not satisfactory. 

' After the war, and as a result of the experience gained during the 
struggle, particularly m Mesopotamia, it was considered necessary and im- 
perative to reorganise the Army m India. A committee presided over by 
Lord Esher was appointed for the purpose, m 1919 . — 

“1. To inquire mto and report, with special leferance to post-bellum conditions, 
upon the admimstration and, where necessary, the organisation of the Army in India, 
including its relations with the War Office and the India Office, and the relations of the 
two offices with one another. 

2 To consider the position of the Comm ander-m- Chief in his dual capacity as 
head of the Army and member of the Executive Council, and to make recommendations. 

3. To consider and report upon any other matters whioh they may decide are 
relevent to the inquiry. 

The Report', — The Report was submitted to the authorities m May 
1920 and published some months later. Among the outstanding recommend- 
ations m the mass of detailed proposals scattered through more than 100 
foolscap pages anfi nowhere succinctly outlmed are the following 

Xiiminulion of the detailed control exercised by the India office Membership of 
fie India Council by an officer of high military rank to be abolished The Military 
Department Secretary at the India Office to be a Deputy Chief of the Imperial General 
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Staff, the Chief, either directly or through him, being the sole responsible military adviser 
of the Secretary of State, 

The Commander in-Cliief m India to be the sole military adviser of the Govern- 
ment of India, and to be the administrative as well as the executive head of the Army, the 
Army Department and the Headquarters Staff being consolidated under him 

The Defence Committee set up in India during the war to be continued , a 
tary Council to be established, and decentralization to be promoted by the formation 1 
of four commands, each under an Army Commander graded as a general officer com* ' 
manding-in-chief. 

Liberal and sympathetic treatment of all ranis in the Army in India, and the 
removal of such grievances as are shown to exist 

Existing services to be reorganised, and new services to be developed and equipped. 

The publication of the report evoked a storm of criticism in Indiai 
which protested in toto against the main prmciple underlying it, namely that , 
the Army in India was not for the defence of India, but must be considered 
in relation to the general defence of the Empire, So strong was this criti- 
cism that the Government appointed a representative committee of the 
Legislature, who focussed their opinion m a report which embodied the 
following resolutions . — 

This Assembly recomtrends to the Governor-General in Council 

1, (a) That the purpose of the Army in India must be held to be the defence of 
India against external aggression and the maintenance of internal peace and tranquillity. 

To the extent to which it is necessary for India to maintain an army for these purposes, 

1(8 organisation, equipment and administration should be thoroughly up to date, and, 
with due regard to Indian conditions, in accordance with present-day standards of effi- 
ciency in the British army, so that when the Army in India has to co-operate with the 
British Army on any occasion, there may be no dissimilarities of organisation, oto , 
which would render such cooperation difficult For any purpose other than those 
mentioned m the first sentence, the obligations resting on India should be no more onerous 
than those resting on the self-governing dominions, and should be undertaken subject to 
the same conditions as are applicable to those dominions 

(6) To repudiate the assumption underlying the whole Report of the Esher 
Committee — 

(1) that the administration of the Army in India cannot be considered otherwise 
than as part of the total armed forces of the Empire, and, 

(2) that the military resources of India should be developed in a manner suited 
to Imperial necessities 

Overseas Service t — II This Assembly recommends to the Governor-General 
in Conncii that the Army in India should not as a rule be employed for service outside ^ 
the external frontiers of India, except for purely defensive purposes, or with the previous ^ 
Consent'of the Governor-General m Council in very grave emergencies, provided that this ” 
resolution does not preclude the employment on garrison duties overseas of Indian troops 
at the expense of His Majesty’s Government, and with the consent of the Government of 
India. • 

Organisation — III. This Assembly recommends to the Governor-General In 
Council that the absence of full responsible Government in India, the differences in 
conditions between India and England, and the provisions of the Government of India 
Act do not warrant differentiation m the army admintetratioii between India and England 

iO 
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in tegard to the ultimate control of, and responsibility for, the defence of the country , and 
that in view of the desiiability of assimilating the system of administration m India to that in 
the United Kingdom, which has been armed at aftei prolonged e’tperimenis, and the desir- 
ability of emphasizing the principle ol the ultiniatesupremacy of thecivil power, It 13 essential 
that the Commandei in-Chief should, without prejudice to his oflicial precedence, cease to be ; 
a member of the Governor-General s Executive Council, and that the Portfolio of Defence, 
including supply, should bo entrusted to a civilian member ol the Executive Council, 
assisted by an Aimy Council including the Commander-in-Chief and other high military 
experts and a certain number of civilians, more oi less on the model of the Aimy Council 
in England 

Supply —IV This Assembly recommends to the Governor-General m Council 
that if the Portfolio of Defence including supply Is not entiusted to a civilian member of 
the Execuhe Council as recommended above, the proposal of the majority of the Esher 
Committee foi the creation of a separate department for Production and Provision under a 
member of the Executive Council be not accepted, and that the pioposal ol the minority, 
namely that the responsibility should be entrusted to a Surveyoi -General of Supply who 
should be a civil member of the Coramander-in-Chief's Military Council, be accepted. 
This would seem to have the merit of being more logical and economical and would have 
the further advantage of avoiding the addition of a civil member to the Executive Council 
in conntclion with military admmisti ation 

Senior Appointments; — V This Assembly recommends to the Governor- 

General in. Council that 

(а) The Commahdai-in Chief and the Chief of the General Staff m India should 
be appointed by the Cabinet on the nomination of the Secretary of State for India in 
consultation with the Government of India and the Secretary of State for War, 

(б) In the case of Army Commanders who are officers of the Indian Army, the 
appointment should be by the Secretary of State for India on the nomination of the 
Governtnent of India. 

(c) Appointments to the offices mentioned against Serial Nos, 3, 6 , 7, 8 , lO, 13 
(Report, Schedule annexed to Section VI) should be made m the manner proposed for 
Army Commanders 

(d) The appointment of Secretary to the Military Department, India Office, 
should be made by the Secretary of State on the recommendation of the Government of 
India and after advice obtained from the Chief of the Imperial Geneial Staff. He should 
ex offtato have the status of a Deputy Chief of the Imperial General Staff, and should 
have the right of attending the meetings of the Aimy Council when questions affecting 
India are discussed, He should not be under the orders of the Ghiet of the Imperial 
General Staff 

C I Q S VI This Assembly recommends to the Governor General in Council 
that the Commander-in-Chief’s right of correspondence with the Chief of the Imperial 
General Staff should be subject to the restriction that it does not commit the Government 
of India to any pecuniary responsibility or any line of military policy which has not 
already been the subject of decision by them . copies of all such correspondence at 
both ends being immediately furnished to the Government of India and the Secietary of 
State for India 

Indian Officers — Vll. This Assembly recommends to the Governor-General in 

I ljConncil— that the King-EmpetOr’s Indian subjects should be freely admitted to all arms * 
fof His Majesty’s Military, Naval and Air Forces in India and the Ancillary Services and 
the Auxiliary 'Forces, that every encouragement should be given to Indians including the ^ 

.educated middle c asses, subject to the prescribed standards of fitness, to enter the com* 

I missioned ranks of the Army, and that in nominating candidates for the entrance 
examinations, unofficial Indians should be associated with the nominating authority , and In 
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granting King’s Commissions, after giving fuH regard to the claims to promotion of 
officers of the Indian Army who already hold the commission of His Excellency the 
Viceroy, the rest of the commissions granted should be given to cadets traineJ at Sand- 
hurst. The geneial rule in selecting candidates for this training should he that the large 
majority of the selections should be from the communities which furnish recruits and as 
far as possible in proportion to the numbers in which they furnish such recruits. 

Indian Military College • — VIII This Assembly recommends to the Governor- 
General in Council that as soon as funds be available, steps should be taken to estab 
lishin India a Military College, such as Sandhurst, and the desirability of establishing in 
India training and educational institutions foi other branches of the Army should be 
Steadily kept in view. 

Pay ; — IX This Assembly recommends to the Qovernor-General m Council that, 
tn the interest of economy and in view of the likelihood of the growth of the Indian 
element in the commissioned ranks, it is essential that before vested interests arise, the 
pay of all commissioned ranks in all branches of the Army should bs fixed on an Indiam. 
basis. With an overseas allowance in the case of British Officers, and with a similar allowance 
for Indian officers holding the King’s Commission, when serving overseas 

Territorial Army :—X. This Assembly recommends to the Governor-General m 
Council that in view of the need for the preparation of India to undertake the burden of 
self-defence and in the interests of economy, it is essential that a serious effort should he 
made 

{a) To organise and encourage the formation of an adequate Territorial Force on I 
attractive conditions * 

(6) To introduce m the Indian Army a system of short colour service followed by a 
few years in the reserve 

(o) To carry out a gradual and prudent reduction of the ratio of the British to the\ 
Indian troops 

XI This Assembly recommends to the Governor- General in Council that officers in 
the Indian Territorial Force should have the rank of 2nd Lieutenant, Lieutenant or higher! 
rank, as the case may be, and that no distinction should be made between the Indian i 
Terntonal Force and the Indian Auxiliary Force in respect of the authority which signs | 
the Commissions, and that officers in these two Forces should take rank inter se according 
to dates of appointment 

Exchange of Officers: — XII This Assembly recommends to the Governor- 
General in Council that no proposals for interchange of officers, between the British and 
Indian services should be carried out unless the following conditions are satisfied — 

{a) That the cost to Indian revenue should not be thereby appreciably increased 
(6) That such proposals should not be allowed to luteifere with a steady expansion 
in the proportion of King’s Commissions thrown open to Indians m the Indian Army 

(o) That the inteichange of British officers should, in no way, affect the control of the 
Goveinmeat of India ovei the entire Army in India 

Economy .— XIII This Assembly recommends to the Governoi -General in Council 
that, having legard to the creation of two additional commands in India, the Government of 
India do consider the expediency of reducing the size of the administrative staff at Army 
Headquarters 

XIV This Assembly recommends to the Governor-General in»Counod that, as soon 
as the external and internal conditions of India permit, the Governor-General in Council 
should, with the concurrence of the Secretary of State, appoint a Committee adequately 
representative of non-official Indian opmion for the purpose of examining and reporting 
upon , 



(a) The best method of giving effect to tlie natiual lights and aspiiations of the people 
of India to tahe an honomable pait m the defence of then countiy and piepare the oountiy 
for the attainment of full lesponsible government which haa been declared to bo the goal of 
British policy 

(b) The financial capacity of India to bear the burden of miUtaiy expenditure , 

/ (c) Her claim to equality of status and treatment with the Salf-Goveining Domi- 

nions, and 

(d) The methods of recruitment to the commissioned lanks of the Indian Army. 

XV This Assembly recommends to the Governoi -General In Council that Anglo- 
Indians should be included in the terms " Indian subjects" oi "Indians” wlieravei such 
terms occur in the above resolution 

These resolutions wara subject to full debate m the Imperial Legis- 
lative Assembly in the course of which Resolution No, 3 proposing the 
creation of a Port-folio of Defence was negatived. 

Resolution 4 was carried with the amendment that the woids from 
*' if the port-folio ’’ down to " recommended above ", be omitted. 

On Resolution No. 7 an important amendment was carried by a bare 
majority and was accepted as a substantive proposition m the form given 
above. 

Education lor the Army. — Since the end of the Great War several 
steps have been taken to provide educational facilities for Indians who wish 
to enter the Army. The Royal Indian Military College at Debra Dun, 
which was opened by H R. H. the Prince of Wales in February 1922, is 
designed to give the preliminary training for entry into the R. M, C Sand- 
hurst, and IS the result of the Government having accepted a resolution by 
the Legislative Assembly to the effect that such an institution should be 
provided The Kitchener College m the new Capital, which, like the college 
at Dehra Dun, will be financed out of the military budget, intended to givd’, 
a sound general education under military discipline. Admittance to it will 
be obtained by nomination open to the sons of Indian officers and others of 
a recognised fighting class enlisted m the Army of a decidedly higher status 
than the rank and file and belonging to a family of local influence and posi- 
tion. It is probable that in time this college wdl become the chief, if not the| 
only, channel for direct Indian commissions as Jamadars. ® 

j It IS also proposed to build, with money from the King- Emperor’s 
Patriotic Fund, schools of the Anglo- Vernacular type for the education of 
’ Indian soldiers’ sons. Three schools of this kind have been planned for the 
I Punjab and the United Provinces. 

In the recruitment and staffing of the Army in India the most acute 
distress or difference of opinion has been caused by two questions of con- 
siderable importance. The officering of the Indian Army in the supenor i 
ranks was, before the European War, almost wholly a European monopoly, 5 
though the Viceroy’s commissions used to be granted to Indians, with a 
lower status and limited authority. Sm<?e the War and as g consequence 
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thereof, Indians have been made eligible for the King’s Commission m the 
Indian Aimy by the ordinary process of regular qualification of a cadet 
through a recognised Military College, either tire British Sandhurst or the J 
Indian Sandhurst when one is created ont of the existing Prince of \’\'ales i 
Royal Indian Military College at Dehra Dun (1921), or through some process 
of special seletion or distinction, To begin with, only 10 vacancies were 
reserved at Sandhurst every year for Indian cadets It is to be hoped the 
Indian Sandhurst Committee now in session (1926) will expedite the Indiap- 
isation of the officer class in the Indian Army, though at the present pace 
of Indianisation of 8 units it will require a generation or more to Indianise 
completely the army of India. 

III.— The Naval Defence of India and Its cost 

By way of completing the historical survey of the pioblem of national 
defence in India, paiticularly from the standpoint of its cost, let us notice 
here the organisation of and expenditure on the naval defence of India. Tfee 
East India Company maintained a Navy fiom its earliest period, and speci-., 
fically christened the force, the Indian Navy, in 1830. Abolished for reasons i 
of economy and efficiency m 1861, it was resuscitated in 1892, under thei 
name and style of the Royal Indian Mamie This was the only represen- 
tative of a naval force at the disposal of the Government of India, until 
Febmary, 1926, when the Viceroy, Lord Reading, announced the institution 
or resurrection of a Royal Indian Navy for the maritime defence of India, 
by the conversion of the Royal Indian Manne. In the absence of a Navy 
of their own, the Government of India were paying, smce 1869, a contribution 
to the British Admiralty in consideration of the protection received from the 
Imperial Navy by India. Since 1896 7 the contribution was raised to 
;^100,000 per annum, in return for which certain ships of His Majesty’s Navy 
were placed at the disposal of, if not under the orders of, the Government 
of India. The duties of the Royal Indian Marine, while it lasted, were to 
transport troops and stores, to guard convict settlements, to help suppress 
piracy, to conduct marine surveys, and to protect Indian ports, though this 
last mentioned duty was by no means easy to perform by the obsolete vessels 
of this body, as the exploits of the German Cruiser Emden m the first 
months of the European War but too clearly proved. The new Navy is 
intended to be a sea-going force from the beginning, with special excellence 
in gunnery, mmesweeping, and harbour defence, besides seamanship. The 
only extra duty imposed on this force, in addition to those hitherto discharged 
by the Royal Indian Marine, would be the training of the personnel for war 
service on the high seas, and the organisation of the defence of the ports in 

* The total cost of naval defence and piotection to India is not, howeier, restricted 
to the /lOO, 000 mentioned above, which IS the cost of maintenance •f H M’s vessels in 
'the Indian seas There is in addition an item of ;£'3.400 on account of the Indian Troop 
Service, and another ;f64, 000 on account of the suppression of the Arms, Traffic in the 
Pei Sian Gulf, oi a total of ;^167,400, or Rs 25 laMis in lound tertns Compare with this 
the naval contribution of Australian Commonwealth (/49,100), of New Zealand (;^100,000) 
of South Africa (;f85,000) and of Canada (;fl0,800) and Newfoundland (;f3,000) Canada 
ftnd Australia have their own navies, Cp Indian Year Book 1920, p 268 



India. The estimated annual cost of this Indian Navy, consisting at first 
of 4 sloops, 2 patrol vessels, 4 tiawlers, 2 suivey ships and 1 depot ship, is 
Rs 63 lakhs besides the lighting cost and the cost of the military launches 
King’s Commissions are to be given to Indians and Britishers alike in this 
Navy, and Indian cadets are to be drafted in the Navy from the Delua Dun 
College, the new recruitment being 3 every year, in the aggiegate, In war 
time the necessity of preserving the unity of command has been made 
re^nsible for the suggestion that this Indian Navy should go automatically 
under the command of the officei commanding the East Indies Squadron of 
the Royal Navy ; and m peace time, the position of the Naval Chief would 
be similar to that of the chief of the Royal Air Force m India , #. e. subordi' 
nation to the Commander-in-Chief m India in the latter’s capacity of 
India’s Minister of Defence, with a light of direct access to the Viceroy 
for purposes of consultation on important questions relating to the Navy, 
In Canada and Australia, this question of the responsibility, both in peace 
and in war, of the local Navy has formed the most acute point of diffeience, 
the extreme nationalists demanding a complete nationalisation of the colonial 
navy m command as well as m responsibility, while the Imperialists have 
contended for a unity of command at least in times of active hostilities, 
The same question of constitutional importance is not unlikely to cause a 
like difference in India when the Indian Navy attains to some respectable 
dimensions 


IV. — The Strength of the Army in India 

The total of the authorised establishments for the Army, exclusive of 
Aden and the Persian Gulf and of Reservists, on 1st April 1926, was 2,82,735, 
against 2,85,344, on 1st April 1925, and 3,11,975 on 1st April 1922. 

This was made up as follows • — 

BnHshArmy Officers with Indian A, my. Indian Officers with 
Kings Commission (m- Viceroy’s Commission 4,763 

dudmg 79 Indians) 6,987 , Indian other lanks ...l,S9i211 

British other ranks, 61,599 Clerks and other civilians , . ’ 8’,834 

„ ' Followers 

Total 68,586 

Grand Total 


41,350 


... 2,24,158 


Indian Reservists 


2,82,735 (sic.) 
... 42,396 


This is made up of 3,24,131 

I. The British Army ; these units, both cavalry and infantry, are part ^ 
of the regular British Army, and they come to India in the course of their' 
regular tour of the Empire, which extends over 16 years m the 
case of an infantry battalion, and 14 years m the case of a regiment of 
cavalry. There are at present 5 British cavalry regiments m India 
consisting of 27 officers, and 571 other ranks, Of the infantry there arc 



79 


at present ^S^ttalions in India, consisting each of 28 officers and 882 other 
ranks. There ir“an Indian platoon, since 1921, attached to each Bntishf 
infantry battalion consisting of 1 Indian officer and 41 other ranks. In' 
addition, there are artillery units, and engineer services, almost wholly 
British in the combatant ranks, though in the latter there is now an Indian 
element. The Royal Air Force in India is a part of the Royal Air Force 
of the United Kingdom, whose ranks are manned by Britishers, with Indians 
only in the technical section of artificers and mechanics Of the totall 
strength of 2,113, there are 218 ofiicers, 1,757 British non-commissioned f 
officers and men, and 138 Indian mechanics and artificers. The Royah^ 
Tank Corps of Armoured cars is in addition to all these. 

II. The Indian This consists at present^ of — ■ 

21 Cavalry regiments, made up of 14 British and 19 Indian officers,/ 
and 512 Indian non commissioned officers and men in eacm 
regiment. 

20 Infantry regiments consisting of 106 battalions, each with 12 
British and 20 Indian officers, and 742 other ranks , 

4 Pioneer Regiments (including the Ha^iara Pioneers), each with 
12 British and 16 Indian officers, and 720 other ranks , 

10 Gurkha Regiments, each with 13 British and 20 Indian officers, 
and 921 other ranks 

Reserves for these units, w'hich are maintained on a war footing, have 
to be sufficient to provide for an actual shortage on mobilisation as well 
as for^the maintenance of the mobilised unit at lull strength for the first 
8 months after mobihsation. These amount to 42,396 officers and men. 

Reserves, in the sense in which they are known to European military 
organisations for national defence, are practically unknown in India. There 
Is constituted, since 1920, an Auxiliary Force, consisting of Europeans re- 
siding In India, and having all the several arms which a regular army has, 
with medical and veterinary corps of their own. Their r61e is local defence, 
and their training is also a local concern, though they are paid regular pay 
during their period of training, and are entitled to a bonus on the completion 
of the scheduled period of annual training The only Indian reserve, at all 
worth the name, is the so called Indian Territorial Force, which is intended 
to be a second line of defence and a support to the Regular army , but the 
members of the Territorial Force are liable to overseas service undet 
certain conditions, though their mam task is home defence. The Force con* | 
sists of University battalions, recruited from the staff and students of the f 
Indian universities, and provmcial battalions, originally 7 but now raised | 
to 20, recruited from those classes of the people whose military ambitions had 
hitherto received not all the scope that could be desired * 

In addition, there are the Supply and Transport Services, the Ordnance, 
Medical and Veterinary Services, Remount Department, Signal Service and 
the Fiontier Militia which are known as Civil Troops. 



V.-The Inchcape Committee and Military Retrenchment In India 

The Retrenchment Committee piesided over by Lord Inchcape made 
a thorough and painstaking review of the Indian expendituie on national 
defence, making a base of comparison with the figures of the last pre-war 
year, viz 1913-14 They found the total, net, military expenditure to have ' 
mcreased from Rs. i£:SiJU»rfiS.(actual) to Rs 67JI5-crores (Budget Esti- j 
mates for 1923-23), and they attributed the increase to any one or more of the' 
following five mam causes — 

“ (l) The general rise in prices , (2) the enhanced rates of pay granted 
to all ranks ; (3) improvements in the standard of comfort of the troops ; (4) 
additions to and improvements in equipment, &c. and the adoption of a 
higher standard of training , (5) the increase in non-effective charges from 
Rs. 5 crores before the war to Rs 9 crores at the present time 

The Budget Estimates of 1922-23, the Committee were aware, did not 
represent the full cost of the Army &c., which was represented at a rather 
low figure owing to the uncertainties of the cost of the Wa,iiristan operations, 
as also on account of the low purchase of stocks, under-maniung of the 
establishments, and the inflated nature of the extraordinary receipts. It is 
unnecessary to reproduce, even in summary, the detailed findings and 
recommendations of this Committee of businessmen impressed with the 
supreme necessity of balancing the Budget ; but we may select two or three 
cases illustrative of the extravagance or misconception of the very object ol 
this kind of public expenditure, to give the leader an idea of the cost of national 
defence in the country. The Inchcape Committee, be it noted in passing, 
and as a sort of a preface, did not consider themselves competent to discuss 
questions of fundamental policy , noi did they travel beyond the existing*' 
situation, m the interests of public economy generally, on such issues as thf 
adequacy or otherwise of the rates^ot pay, pensions, and other emoluments 
allqwed to the Army in India ; so that their Report is of interest only in its 
minute search for specific instances of possible retrenchment. 

On the main question of the total strength of the Army, in the 
aggregate number of regiments as well as in the total strength of each regi 
ment, the Committee found, for example, that m the case of the British 
infantry in India, the strength was reduced on mobilisation for wari as 
compared with the normal peace establishment of the unit “ We do not 
think," they observe, “there is any necessity for maintaining a peace establish- 
ment on a much higher scale than the war establishment. In England and 
elsewhere the policy is to maintain peace cadres about 25 per cent, below the 
war establishments, which are capable of rapid expansion in war, and a 
similar practice obtains in Certain sections of the atmy in India . , . We 
recommend that the peace establishment of British battalions should be fixed 
at 864 British Other Ranks, (agamst 1,012 then obtaining) the fiutnber 
required for the War establisbment, plus a margin of 5 per Cent, to proiude 
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for men who may be absent through sickness &c.” In the 45 British 
Infantry Battalions in India, this recommendation would make a savmg 
of 5,760 men, who cost, per head, Rs. 2,500 per annum m round terms, and 
would thereby effect a saving of Rs. 1,44,00,000 The Indian ranks were 
similarly recommended to be reduced from 826 peace strength to 766 war 
strength as a normal strength of the unit , and as there were 80 active Indian 
battalions, this would mean a saving of 4,800 Indian ranks, or a money 
saving, at the rate of Rs 650 per each Indian soldier, of Rs 31,20,000 pel 
annum, which, with their proposals for further reductions in the training bat’ 
talions, the committee calculated would aggregate to Rs. 42 lakhs per annum. 
With a suitable scheme of Reserves, the Committee further felt, the war 
establishment itself might be reduced by 20 per cent, for the normal strength 
of the army, making a net funher savmg of Rs. 63 lakhs per annum. Add 
Rs. 74 lakhs of savmgs m the cavalry by the demobilisation of three British| 
cavalry regiments m India, and another 43 lakhs in the artillery, and we get! 
a total aggregate saving of Rs. 3 66 crores by reduction of inflated numbefsf 
only. 

Of extravagance m the actual administration m the military department, 
the following illustration is perhaps as good as any that can be found. In 
the Transport Service mechanical section, of the total stock, excluding motor 
cycles, of 3,369 vehicles, only 1,163 or about a third, were fit for active service 
at once, while 404 more were capable of being utilised for active service after 
some repairs, leaving 1,792 vehicles as absolutely useless because they were 
obsolete. “ We consider ” observe the Committee, ** there is no justification 
for providing the stock of vehicles which the military authorities estimate 
IS required, (3,5 ll) and we recommend that while the present financial condi- 
tions obtain, the authorised establishment of motor vehicles, including 
reserves, should not exceed 1,600 vehicles excluding . motor cycles. The 
holding of large excess stocks must necessarily result in increased costs 
for maintenance, garage accommodation, interest on capital, depreciation 
and personnel, and in addition there is a tendency to use the vehicles, if 
available, for non-essential purposes. In this connection, we examined the 

records of one motor transport company, and found 

m many cases the daily loaded mileage run by individual 

lorries was only 2 to 4 miles with light loads of about 5 maunds.” 

The Committee, thereupon, recommended that in place of the 261 motor 
Gars then maintained by the military authorities, that establishment should 
be limited to 150 cars, and further, that each car should be expected to do 
about 9,000 miles per annum. As for the cost of motor cars, the military 
authorities gave Rs. 4,200 per annum as the normal cost of running a Ford 
car on a mileage of 9,600 per annum, indudmg petrol, lubricants, tyres and 
repairs, but exclusive of interest on capital, depreciation, aM personnel. This 
they frankly considered to be excessive. IThe cost of transport^ it may be 
added, had increased from Rs. 1*93 crores m 1913-14 to crores m the Budget 
Estimates of 1922-23 J and the Committee’s recommendations were expected 
by them to effect a saving of Rs. 1*15 terms, 



Another instance of gross mismanagement and unpardonable extra- 
vagance the Committee brought to light was the case of the huge stocks 
held in the several branches of the military services On the first of Apiil, 
19^2, the army stocks of material were estimated to aggregate in value 
Rs. ’20'1+ crores, of which the Ordnance Stores alone amounted to Rs. 14 
cro'reson the 3ist December 1922 Apart from the possibility of severe 
depieciation, in a single instance in the Oidnance Department, the Committee 
were informed that on the surplus stores set apart for disposal, the Department 
expected to realise from the sale proceeds Rs, 9 lakhs only foi material which 
had originally cost Rs. 50 lakhs. The mischief of these huge stocks of stores 
held in the several departments goes much deeper It means a pro fanto 
loss of interest on the capital locked up m these stores, which, at 5% per 
annum, would meaa a crore on the above estimate. There is, fuithei, the 
danger of depreciation through a fall in prices, which, in a period like the 
post-war age, must necessarily be rapid and considerable. Finally, because 
large stores are available, a direct, though imperceptible, incentive is provided 
for extravagance to the officers concerned 

After due consideration of all the items, the Committee unanimously 
recommended total retrenchment of Rs. 13'95 crores on the Budget estimates 
for 1922-23, which, of course, would not be accomplished all at once, but 
which, when achieved would mean a substantial saving to the Government 
of India, and a substantial relief to the Indian tax-payer. The Committee, 
however, were perfectly clear that the recommendations made by them did 
not by any means exhaust the avenues for retrenchment, particulaily as they 
had refrained from considering questions involving considerations of the 
fundamental military policy, “ We do not, however, consider," they point 
out in conclusion of this section of their Report, “that the Government of 
India should be satisfied with a military budget of Rs. 51 crores, and we 
recommend that a close watch be kept on the details of military expenditure 
with the object of bringing about a progressive reduction in the future. 

, Should a further fall in prices 'take place, we consider that it may be possible,^ 
alter a few years, to reduce the military budget to a sum not exceed- 
ing Rs. 50 crores, although the Commander-ln-Chiel does not sub- 
scribe to this opinion. Even this Is more, in our opinion, than the 
tax-payer in India should be called upon to pay, and, though revenue 
may increase through a revival of trade, there would, we think, still be 
no justification for not keeping a strict eye on military expendiiure, with 
a view to Its further reduction.” 

The table below shows bow far they have tried to give effect to these 
recommendations during the three or four years that have elapsed since the 
Report of the Inchcape Committee,* 

* In a Memorandum presented to the Inchcape Committee by the present writer on 
behalf of the Central Labour Board, Bombay, it had been suggested that the expenditure on 
Defence could be reduced to Ks 4? ciores net all told, including Rs 5 crores for the Navy 
and the Air Force, and Rs 15 crores for the several reserves The standing army would 
cost, on that basis, Rs. 15 croies, and Ibe Hofne Cbaxges Rs 10 crores with a habihtyito 
rapid further reduction. ^ 
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VI —Statistics of Indian National Defence Expenditure 

{In thousands of Ru§ess) 


Year 

Total Aimy 

Marine 

Military and 

Defence 

Works 

Receipts 

Total 

Expenditure 


Rs 

Rs 

Rs, 

Rs 

Rs, 

1859-60 

18,46,02 

92,03 


1,11 19 

19,36,05 

1860-61 

15,83,89 

1,04 87 


41 04 

16,47,67 

1865-66 

13 90,94 

57,74 


92,72 

13,53 96 

1870-71 

16,07,48 

75,97 


1,29,53 

15,53 92 

1875-76 

15,30,84 

62,98 


1,27,60 

14,66 22 

1880-81 

28,93,54 


3,44,28 

4,78 54 

27 58,98 

1886-87 

19,52,50 


1,67,03 

98 50 

20 21,03 

1890-91 

20,69 00 


1,70,76 

73,56 

21,61,21 

1895-96 

25,39,81 




25,3^,81 

1 1900-01 

22,62,42 

73,99 

1,18,46 

1,33,72 

23,21,15 

1 1901-02 

23,64,58 

73,99 

1,44,71 

1,58,73 

24,24,68 

1902-03 

26 01,95 

61 38 

1,64,50 

1,82 65 

26,45,19 

1903-04 

26,79,78 

92,06 

1,59 25 

2 09,97 

27,21,12 

1904-05 

30,26,35 

93,11 

1,67,98 

1 81 52 

31,04 42 

' 1905-06 

28,90,06 

82,66 

1,86,18 

2 07,41 

29,51,49 

1906-07 

24,98,67 

99,50 

1,89,88 

2,12 51 

30,25,55 

1907-08 

27,97,12 

72,75 

1,92 48 

1,75,11 

28,87 25 

■ 1908-09 

28,76,58 

71,54 

1,49,46 

1,57,14 

29,40,74 

1909-10 

28,35,17 

69,17 

1,33,34 

1,70,54 

28,66,84 

, 1910-11 

28,69,76 

66,88 

1,36,26 

1,83,15 

31,89,75 

1911-12 

29,30,48 

67,60 

1,37,15 

2,01,45 

29.33,78 

1912-13 

29,36,47 

71,98 

1,34,48 

2,08,14 

29,34,82 

1913-14- 

29i68,38 

76,92 

1,44,55 

2,05,44 

29,84,41 

1914-15 

30,50,48 

69,50 

1,51,45 

2,06 20 

30,80,53 

1915-16 

32,83,98 

1,11,82 

1,29,65 

1,86,26 

33,39,20 

1916-17 

36,39,00 

1,04,65 

2,24,87 

2,36,39 

37,48,62 

1917-18 

42,14,08 

1,21,17 

2.79,28 

2 58,07 

43,56,47 

1918-19 

64,21,09 

1,69,14 

4,34,98 

3,52,49 

66,72,03 

1919-20 

®2, 98,20 

2,05,85 

5,98,94 i 

4,05,24 

- 

1920-21 

1 87,75,00 

1,69,22 

5,60,00 

6,66,11 

87,38,13“^ 

> 1921-22 

70,85,72 

1,71,75 

5,30,49 

8,06,93 

69 81,04 

1922-23 

64,70,60 

1,39,97 

4,89,99 

5,73,78 

65,26,80 

1923-24 

55,94,56 

96,54 

4,13.17 

4,81,56 

56,22,75 

1924-25 

54,66,56 

74,10 

4,25,85 

4,03,11 

57,59,40 

1925-26 R R 

55,21,87R E 

71,41 

4.20,61 

3,85,89 

56,28,00 

1926-27 B E 

54,10,84 BE 

78,80 

4,28,15 

4,29,79 

54,58,0Ot72r^ 





Details of the Military Budget for 1926-27 


— 

India othef 
ban Exchange 

India, 

Exchange 

England, 
(1/=R3 10) 

Total. 


Rs 

Rs 

Rs 

Rs. 

EXPENDITURE— 





48— ARMY 





Part a 





I —Maintenance of 

THE Standing Army 

26,39.66.110 

87,14,670 

2,61,44,000 

29,88,24.780 

II —Cost of Education- 
al, etc., Establish- 
ments AND WORKING 
EXPENSES OF HOSPI- 
TALS, Depots, etc 

8.37.50.890 

10,55,670 

31,67,000 

8,79,73,560 

III —Army Headquar- 
ters, Staff of 
Commands, etc ... 

2.12,27,280 

2.43.330 

7,30,000 

2,22.00,610 

IV.— Stock Account 

— 1,62.54.480 


1,25,73,000 

—36,81,480 

V.— Special Services . . 

9,36,170 

16,33,330 

49,00,000 

74,69.500 

VI.— Miscellaneous 
CHARGES 

36,13,360 

58,92,670 

51.05.000 

1,46,11,030 

VII.— N ON-EFFECTIVE 
CHARGES 

3,67.66,000 

1,19,27,000 

3,57.81,000 

i 

8,44,74,000 

To^al— Part A . 

39,40,05,330 

2,94,66,670 

8,84,00,000 

51,18,72,000 

Part B— AUXILIARY 
AND TERRITORIAL 
FORCES 

1.04,33.000 


... 

1,04,33,000 

Part C —ROYAL AIR 
FORCE 

1,12,77,670 

18,75,330 

56,26,000 

1,87,79,000 

Total 48— army 

41,57,16,000 

3,13,42,000 

9,40,26,000 

54,10,84.000 

49— MARINE . 

49,22,670 

7,39,330 

22,18,000 

*78,80,000 

50— ME S . 

4,23,25,660 

72.340 

2,17,000 

4,28,15,000 

Total Expenditure ... 

. 46.31.64,330 

3,21.53.670 

9.64,61,000 

59,17,79.000 

RECEIPTS 

. 3,77,76,000 

13,01,000 

39,02,000 

4,29,79,000 
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These figuies have been altered considerably since the first edition. 
In the first place the figures are all unifoimly in rupees, instead of a medley 
of pounds and rupees as in the official statistical summaries Accuracy may, 
perhaps, have been sacrificed by this procedure to convenience, though ev-ery 
care has been taken to see that the rupee figures are as closely correspond- 
mg to the old sterling figures as is possible under thejcircumstances. Besides, 
the earlier figures are given at the interval of five years, as the other mass 
of annual figures seemed to be needless for purposes of comparative study, 
which IS the aim of this work. In the last fifteen years, the figures given 
in the decennial statistical abstract have been chiefly relied on, those for the 
two very last years being compiled from the Budget Statement for 1926-27, 
and are the revised and the budget estimates, respectively, for 1925-26 and 
1926-27. 

The figures, however, do not by any means give an exact idea of the 
total military burden on India They ought, for example, to in- 
clude the cost of military stores ; but in the earlier years, at least, it is 
well-mgh impossible to distinguish between civil and military stores , and 
hence it seems most convenient to exclude them. Then, again, the cost of 
Military and Frontier Railways, — what are nowadays styled the Strategic 
Lines, — ought, in strict fairness, to be charged to the military budget , but 
it is next to impossible to recast the accounts so as to include this item. 
Finally, the interest charge, at least on all monies borrowed specifically for 
the prosecution of hostilities, or for the execution of military works, or for 
the-equilibrmm in the oidinary budget disturbed on account of the exaggerat- 
ed military charges, should, strictly speaking, be included in the Defence 
Budget of the country. It is, however, manifestly impossible, at least foi 
an outside student, to effect this vital change in the accounts of the Govern- 
ment which do not give its due prominence and correct place always even 
to-the item of the exchange variations, and the resulting addition of the 
burden to the country, which has formed an important feature more than 
once in the past. 

Such as they are, however, these figures show a steady increase in the 
total military budget of the country, which has to be explained or justified, 
if the financial administration of the present Government of India is to 
deserve the name of a civilised administration. 

Thq receipts under . the vaiious military departments have, we may 
add, been given in the aggregate in one lump sum, and not split up under the 
respective constituents of the army proper, the Marine, and the Special 
Defence Works or Engineer Services branch 

VH.— Conditions of Service 

,As regards the conditions of service in the army, the first decade ojf 
the present century was fruitful in liberal improvemeols. In 1902, the pay 
of the British troopaun-India-was increased by 2d. a day at the extra cost 
of ;^225,000 per ^nnum ; two years later another increase of from 4d. to 7d. 



a day was sanctioned under the name of seivice pay. The whole of the 
service pay issued in India was borne by the Indian Exchequer according to 
the decision, on arbitraUon, of the Lord Chief Justice of England. Tlie 
extra charge was ^700,000 a yeai In 1909, the pay of all lanks of the 
Indian Army was increased by Es. 3 a month to the pon-commissioned 
officers and men of the silladar cavalry, and Rs. 2 to othei tioops, with a 
free fuel allowance, all costing an additional ;^4,25,000 per annum. At the 
same time the pay of the junioi officers was raised, a kit-and-boot allowance 
was added, pensions mles levised, and free passage by rail gianted. The 
accommodation for the Indian troops was improved m 1910, forty yeais 
after the barracks for the European soldier had been improved at a cost of 
crores from the public revenues 

The pay of the Indian soldier in the Indian Army is very meagie. 
From Rs. 7 at the time of the Indian Mutiny it was raised in 1895 to Rs. 9 
per month, and to Rs. 11 on enhstmenl since in 1911. In addition to that 
sutrf he gets, since 1918^ Rs + a month as war bonus, which, the Esher 
Committee has recommended, should be peimaiiently. mcoipoiated in his 
pay, making a total of Rs. 15 a month. The pay includes a compensation 
for dearness of provisions, granted when the principal articles of piovisions 
are calculated to cost more than Rs. 3-8-0 to a combatant and Rs. 2-8-0 to a 
non combatant, the Government paying the excess. Extra pay is given to 
non-commissioned officers and men in recognition of their zeal, efficiency and 
good conduct. Before the war they got free rations when on service. Now 
they receive them always, when marching or on field service. Pension 
of Rs. 4 a month can be earned after 21 years of service, the rate bqing 
increased if the service be of 32 years and meritorious. 

The following table gives a comparative idea of the conditions of pay 
and emolurrtents to the offiteis and men of the army in India. 

Rank Pay conditions in 

British 1914 (per month) 1923 

Army. (Cavalry. Infantry) (Cavalry and Infantry ) 

Rs Rs Rs 

Lieutenant Colonel . 1,037 1,002-4 1,250 

Major (after 25 years’ service) 830 780 1,050 (after 5 years' seivice ) 

Major . , „ 780 730 950 

Captain (after 3 years m » 

' rank and 12 years' service) \o 580 850 (after 15 yeais’ service ) 

Captain 485 435 750 

Lmutenanf (after 6 years* 

service)' 350 300 550 (after 7 years' service ) 

2nd Lieutenant ., 300 230 425 

(JT. B — The pay of the Ranks and non-commlssion is mven nar dtam.l 





Rank 




Pay conditions In 


British 



1914 (per month) 

1923 

Army 

(Cavalry , Infantry) 

(Cavalry and Infantry). 

Reg Sergeant-major 

5s 

4d 

5s 


14s 


Quarter-master Serg 

4s 

U 

4s 


12s 


Sq or Coy Serg -MaJ .. 

4s 

4d 

4s 


10s 


Colour Serg 



3s 

6d 

95, 6d 


Sergeant 

2s 

8d 

2s 

Id 

7s 


Corporal . 

2s 


Is 

8d 

5s 


Lance Corp 





4s 3d. 


Pnvate 

is 

2d 

Is 


2s 9d 



Indian Army. 








Rs 

a p 

Rs, 

Lieutenant Colonel 




827 14 0 

1,250 

Major (aftei 5 years rank) 




.. 640 

It 0 

950 

Captain (after 15 years) 


... 


400 

0 0 

850 

Captain 




400 

0 0 

750 

Lieutenant (after 7 years). 






550 

Lieutenant . 




280 

0 0 

475 

2nd Lieutenant (after 2 years) . 





475 

2nd Lieutenant 






425 

Risaldar Major 




180 

0 0 

250 

Subedar Majoi 




. 115 

0 0 

200 

Rlsaldar 




180 

0 0 

180 

Subedar . . 




US 

0 0 

130 

Jamedar (Cav ) 




68 

0 0 

85 

jamedar (Inf ) . . 




57 

S 0 

75 

Duffadai . . > 




29 

0 0 

31 

Lee Duffadai 




74 

0 0 

26 

Havildai 





0 0 

25 

Naik 




21 

0 0 

22 

Lee Naik . 


. 




IS 

Sowa: .■ ‘ 




. 14 

8 0 

18 

Sepoy 




.. 12 

8 0 

16 


In the Case 'of the oflicers, there are, besides the rani pay, Command 
allowances, ranging from Rs. 500 per month in the Case^of the Indian 
Cavalry and Infantrj Colonel Commanding, (it was Rs. 700 p. m. and| 
Rs. 600 p. m. respectively m 1914) to Rs. 100 p. m. m the case of the Com 



pany and Squadfon officer commanding These allowances have been 
reduced since 1914, so that the total emoluments may in some cases be 
actually less than in 1914 despite the increase ip the substantive pay. ' 

As regards the Military expenditure in England, at hist the payment 
was made on a capitation rate of £10 per soldier, the term soldier including 
officers of all ranks, but later o n the system was abandoned in favour of 

* Says a note to the accouat under Head I of the Estimates of Expenditure for 
Uihtary Services, for 1926-27 p. 27 — 

"Pay of ranic of regimental oiHcera (including officers of the Army in India Reserve 
for the period they -come iip for training which at present is lestucted to one month), 
command or additional pay, compensation for inferior quarters, syce and forage allow- 
ance for chargers, presidency town allowance at Calcutta, Rangoon and Bombay, local 
allowance at Chitral and Drosh and maniaga allowance are included under this head, 
Lodging allowance is also included for officers who are not provided with fiee Govern- 
ment quarters 

In March 1925 orders were issued revising the rates of pay of all the regular King's 
Commissioned officers of the Army in India The principles adopted in the revision 
departed considerably from previous practice and the officers’ pay was based on the lates 
current in England The mrCin departure has been to distinguish between the emoluments 
of married and unmarried officers by the grant to the former (who are over 30 years of 
age) of a marriage allowance and a higher rate of lodging allowance The result is that 
the pay of British officers in India now consists of the following elements — 

(1) A basic pay of rank. 

(2) An Indian allowance. 

(3) A servant’s allowance 

(4) Free quarters or a lodging allowance in lieu 

(5) A marriage allowance for married officers of the age of 30 and over. 

The pay of Indian Army officers contains the foregoing items plus an Indian army 
allowance Officers holding Staff and Departmental appointments receive consolidated 
rates of pay which, while including the above items, have a further element as payment 
for their more onerous duties or as a compensitlon for the loss of prospects which 
departmental service entails Officers of the Royal Engineers also receive engineer pay 
■which is granted in all parts of the Empire for their special qualifications, and sirailaily 
officers of the Indian, Signal Corps receive an addition of Signal pay 

In addition separation allowance has been introduced for married offleere serving 
in stations where, under the orders of Government, their families may not accompany 
them. Pay of British othei ranks according to rank at normal rates (including pioficiency 
pay at Saunas per diem up to the rank of Sergeant) or tradesman's rates if employed in 
a technical arm of the service, messing allowance at annas a day (6 annas in the oaso 
of those serving within the concessional area in Waziristan), extra duty pay. marriage 
and furniture allowances The recoveries in India of compuNory allotments paid m 
England as well as of deductions made m the pay of BttUsh soldiers under the Contribu- 
tory Pensions rules are recorded here 

Reduced rates of pay for British soldiers enlisted or re enlisted after 26th October 
1925 have been introduced in England and have been applied to India As the soldiers 
coming out to India receive between one and two years’ training prior to embarliatiou, 
the savings on this account do not affect materially the Budget for 1926-27, but will be 
reflected in future years’ estimates, and may amount to over Rs. one crote after Sevan 
years. 

Pay of Indian officers and other ranks according to rank to serving soldiers, and 
recruits undergoing training, reserve pay at Rs 7 per mensem for class A and Rs 4 per 
mensem for class B reservists for the period they do not come up for training, good 
conduct or good setwee pay according to the length of service, extra duty pay, engineer 
pay, signal pay. pioneer pay, corps pay in the case of M. T drivers, allowance to tiainad 
sutv^jois, pergonal allowance of 50 per mensem to Indian officers, local alio vance at 
Chftral and Drosb and allowance of annas 10 per inensam to supplement purchase of 
ration articles are included under this head. Rs, 4 per mensem during winter months 
and Rs 3 per mensem during the summer is paid, m lieu of 10 annas per mensem, to 
OS. and I, O. Rs. employed in the concessional area in Waginstan." 



and Suggestions 

defence expenditure, 
<t financial consider- 
% \ jiugatory to 

has also to bear the charge of every increav 
troops, which are given effect to in the United , 
from her financial ability to bear these charges, 
day allowance granted to British troops in 1902, an 
a day granted to British troops in 190+, and the similar 
1916-17 may be cited as examples. This capitation' 
regularly, m 1908, when, as the result of a compromise bis.^_^,...dn the Secre* 
tary of State for India and for War, it was raised to £\ 1-8-0 at the cost 
of ;^300,000. In 1920, the War Office represented that in view of the rise 
in the rates of pay and prices this rate was no longer adequate, and hence 
from 1920-21 payments to the War Office were made on a provisional basis 
of ;^28-10-0 for 2 years, and m 1922-23 at ;^’25-13-0 per head on the 
average estunated strength of British troops m India. In 1923-24 the rata 
was reduced to /‘25-0-0. The Inchcape Committee on Retrenchment 
accordmgly held on this point — 

" The settlement of 1908 was in the nature of a compromise, and it is not possible 
to split np the total charge into the various components entenng into the cost* 
We recommend that the conclusion of a fresh regular settlement should be 
expedited, and suggest that the most equitable arrangement will be to base 
the payment on the number of troops sent out aud the cost of training them, 
to fix a separate rate for the technical services, and to allocate the cost to the 
War Office of training rccrmts between the India Office and the War Office 
tiro rata to the normal colour service in each country, subject to a due allow* 
anoe for the potential value to the British Government of returned men available 
for the Reserve ” ilbid para 50 p. 29 ] 




id in 
revised, 


actual expenses, which again w*. 

All changes m the organisation and\ 
the Short Service System, introduceo 
Army m 1870 were also given effect to ^ 
deration as to whether the change was suita 


♦ From 1824 to 1860 the actual expenditure incurred at home m defraymg the effective 
charges of the Royal troops serving in India was ascertained and recovered from India, 
Inconvenience and delay attended this method of adjustment, and when the permanent 
British force m India was greatly increased after the mutiny, it became necessary to 
reconsider the subject A Committee was appointed for the purpose in 1861. It recom- 
mended after much consideration that payment should be made for Home charges m the 
form of a Capitation Rate of :^10 on everysoldier on the British establishment m India, 
the tefm soldier including officers of all rants alike " (para 238 Welby Commission Report) 

" The greater part of the claim refers to services the cost of which is covered by the 
‘Capitation Rate.’ These services are — (1) Enlistment and training of the recruit 
, . (3) the pay of young officers appointed to vacancies m the force and 

awaiting Orders to sail, (3) training of vetermary surgeons in India , (4) the 

exammation of the candidates for the I M S (5) Educational establishments , .... 

(6) advances of 25 days’ pay to drafts sailing for India, (7) Expenses of men sent home 
from India either as invalids or time expired men .. (8) Expenses of Indian 

invalids at Nently and Woolwich Hospitals " (para 234 Welby Commission Report). 

“ The Government of India paid actual charges upto 1860 payments on account 
were made between 1861 and 1869. The Tulloch Committee recommended a ;fl0 
Capitation Rate which the Government of India disputed, and so they made payments of 
sums which were accepted by an Act of Parliament In full discharge Upto 1878 Again 
a committee was appointed to determine the payment for the future w hich finally fixed 
the payment at ;£7-io-0 in 1889-90.” [ lh%d ] 



pany and Squadron notice the nature and scale of the so-called Non- 

reduced since 1914 vnarges. 

actually less flnon-effective charges mainly repiesent the discharge of liabilities . 
^ ^nection with individuals who no longer serve in the Army, and consist;' 
ot payments of pensions and gratuities to them or their families. Rewards 
attached to certain military decorations and medals and for distinguished war 
service, which frequently involve payments to officeis and men still seiving 
in the Army, are also taken to this head, those to individuals on the retired 
list being compiled under sub-head B as part of pension charges and those 
to serving officers and men to sub head A, The charges for pensions are 
under three main categories, vtz., (l) pensions to retired or disabled officers 
and men, (2) pensions to families of individuals killed in action or as a result 
of war service or dqrmg service and (3) payments to War Office of a pro- 
portionate share of retired pay, etc , of British service officers, and troops 
serving in India Against the liability under (2) contributions are recovered 
from officers during their service, which are credited as non-effective receipts. 
The other receipts are contributions received by the Indian Government in 
respect of ordinary pensions payable from Army estimates to officers and 
men on foreign service in Iraq and elsewhere. 


2i The annual and monthly minimum and maximum rates of ordinary 
retired pensions of typical classes in the Army are given below. 


Qrd%nafy Pensiom. 


Minimum. 
£ 


Maximum. 

£ 


Major, Indian Army 
Lieutenant-Colonel, Indian Army 
Colonel, Indian Army 
Major General, Indian Army .. .. 900 1,000 

Lieutenant-General, Indian Army ... .. 1,000 1,200 

Genera!, Indian Army . , 1,200 1,400 

— The above lates are made up of three parts, vtz., (l) a service 
element based on the officer’s total service for Indian pension, (2) a rank 
element for the ranlc in which the officer retires and (3) an Indian element 
for service m the Indian Army, The above lates are subject to a provision- 
al reduction of 4 per cent, for 3 years from the 1st July 1924. 

Sub Condnclor, Indian Unattached List ... izo 

Conductor ., „ .. 150 243 

Assistant Commissary ,, . . igo 400 

Deputy Commissary „ „ 240 400 

Commissary . 300 " 550 

W.B.— A portion of these rates is subject to a provisional reduction. 


Sepoys and analogous ranks 
Naiks „ 

Havtidars 
Jemadars ^ 

Subedars 

Subedar-Majois and Risaldar-Majors 

Indian olBcers granted Honorary King's commissions 

Followers (in certain cases) 


Rs. 



VIII,— CriUcisra, Pro spects and Suggestions 

In offering criticism on the Indian military or defence expenditure, 
we must necessarily confine ourselves to political and financial consider- 
ations, Such a course is likely to render much of our criticism nugatory to 
those who urge the plea of efficiency ; for we are unqualified to judge of 
technical questions of military organisation and efficiency. Our only 
defence agamst what might be alleged to be one-sided criticism is . military 1 
efficiency is a relative term which must be determined m the case of each j 
country by the combined consideration of its needs of defence and the resources 
at its disposal. This has been admitted by Anglo Indian statesmen of the 
highest status." 

There is always a point beyond which considerations of mere military - 
efficiency pass out of the stage which has everywhere been reserved tacitly 
for the professional soldier and bis governing idea of fighting efficiency. The 
larger problems , involving expenditure of large sums of money, and the 
strength and disposition of troops in relation to possible enemies, must 
certainly not be decided on the fiat of military experts For these matters 
affect'the State as a whole, and as such, must be looked at from the civil ©r 
financial, as well as the military or efficiency, standpoint. Again, military 
efficiency— as all such ideas— js a frequently changing quantity, of which vrs 
in India have had painful experience What one commission of military 
experts lays down as the ideal to be striven for may be knocked on the 
head^fcO? another equally “competent” body of “experts.” Finally, even 
if ‘ consider the military history of India during the last tw ' 

^ generations from the narrowest conception of efficiency, we can scarcely 
say that, even from that stand-point, the vast sums annually spent on the 
army have been justified After the Mutmy, there remained no first class 
rival army m India to challenge the mihtary supremacy of the Indian Army, , 
But in the one great war of the last 60 yeais — the Afghan War of 1879-80~j 
the results were far from establishing the unchallenged and unchallengeable^ 
supremacy of the Indian Army. The whole story of the frontier warfare 
shows the same net result. The experience of, and encomiums. on, the 
Indian troops in the Chinese, Egyptian and South African campaigns must 
not be taken at more than their face value, since in all these campaigns, — as 
m the great World War of 1914-18, — the Indian troops formed one small 
contmgent of the total army engaged 

Excluding, therefore, considerations of military efficiency, our critiqism 
will be centred on political and financial grounds. To facilitate clearness, 

* Lord Mayo wrote — " Though the financial necessities of the hour have brought 
more prominently to your view the enormous cost of our army (16 73 crores) as compared 
with the available resources of the Country, I cannot describe fiscal difficulties as the 
mam reason for the course we have taken I consider that If Our condition in this 
respect was most prosperous, we should still not be justified in spending one 
shlliing more on our army than can be shown to be absolutely and imper- 
atively necessary. There are considerations of a far higher natu-a involved iiythis matter 
than the annual exigencies of finance or the interests of those who are employed m the 
military service of the Crown. Every shilling that is taken for , unupcsssary military 
expenditure IS so much withdrawn from those vast sums which It 13 our duty to spend for 
jhe moral Ejnd material improvement of the people." Mmuto of 3rd October 1879, 



we shall divide our criticisms into two main aspects, the one comprising 
general principles of national defence and military policy, the other including 
details of military organisation. 

As regards the general principles governing the military policy of the 
pre-Mutiny era, the maintenance of a strong army was perhaps necessary 
for accomplishing the conquest and consolidation of the Indian Empua. 
After the Mutiny, all the internal enemies or possible rivals having been 
overcome, the task of the army was to defend tlie Empire against aggression 
from outside, and the maintenance of order withm the Empire, should it 
ever he disturbed by the ambition of a native power, or endangered by the 
disaffection of any section of the army itself, oi of the people. “This last, how- 
ever, became of increasing insignificance, as the sympathies of the educated 
and propertied elements in the country became more and more centred on 
the maintenance of the British rule* • and the single units-pf the aimy have 
begun to realise the futility of insurrection in face of the all absorbing 
importance of the most up-to-date equipment for a successful rebellion, And 
as regards the former pomt, for 20 years after the Mutiny, the Government 
of India managed to preserve perfect neutrality m spite of the temptation to 
meddle m the Afghan affairs, m spite of the tirades of such leaders of the 
Forward school as Rawhnspn and Freis, thanks chiefly to the experience 
and fore-sight of men like Sir John Lawrence, Lord Mayo and Lord 
Northbrook, 

The main purpose for which the army is maintained in India has 
passed through many metamorphoses in the course of these three score 
years and ten. The Simla Army Commission of 1879, presided over by Sir 
A. Eden.- and assisted by Lord Roberts, laid down the principles govern- 
ing the military strength of India substantially on the lines given above, t.e, 
an Army primarily for defence against aggression from outside, and for the 
maintenance, of peace and order within the country, t 

These objects were legitimate, though some of them were almost insig- 
nificant ; and they were strictly adheied to during the viceroyalty of 
Lord Eipon. In 1885, when Russia had occupied Penjdeh m the no-man’s 
land between the Afghan and Russian frontiers in Central Asia, this policy 
of wise preparedness, coupled with neutrality, was abandoned in the heat of 
the war-fever. The additions to the strength of the Army, the prosecution 
of unproductive frontier railways, the construction of special defence works — 
all Ordered during the jingo-fever — were all continued even after the threa- 
tened war had been averted. Though the Simla Array Coramission haS taken 
into consideration the possibihty of a war wit h Russia allied with Afghan- 

* It Is a bitter irony of fate that it should have been reserved for an Indian member 
of the Esher Committee to wnte a special minute breathing a note of distrust in every line 
as far aa the Indian people are concerned. ,71^ t 

+"The purposes for which the Army of India must be maintained may he stated to be 
(a) preventing or repellin8;,attacks or threatened aggression from foreign enemies beyond our 
border (b) making successful armed disturbance or rebellion, whether in British ladik or 
j-Epudatory States, impossible,” Simla Army Commission The Esher Committee has laid 
definite pOrpose for the maintenance of the Army in India, 



istan— and not, as was the case m 1885, Afghanistan allied with India 
against Russia — in prescribing the strength of the Indian Army, the increase 
was made by the Viceroy who for the first time enunciated the policy of the 
Buffer State The project for the conquest and annexation of Burma, which 
was next undertaken to provide occupation of the increased army, justified, 
with painful promptitude, the prophecy of the two members of the Viceregal 
Council — Sir Auckland Colvin and Sir Courtenay Ilbert — who had energeti- 
cally protested against such an increase The Burma campaign was only 
the forerunner of the Kashmere imbroglio under Lord Landsdowne, 
leading to the unprofitable occupation of Gilgit, Hun/a and Nahyar The 
Chitral expedition, and the inglorious campaign of Tirah, followed inevit- 
ably. And when Lord Curzon had apparently set at rest the peienmal 
frontier troubles by the annexation of the frontier teiritory, and the forma-^ 
tion of the North-West Frontier Provinces in 1901, the rampant Imperia-^ 
lism of the brilliant, hard-working, but unsympathetic Viceroy found expres* 
Sion in the so-called “ peaceful ” mission to Tibet, with ulterior designs on 
Yunan and a Cesarian promenade in the Persian Gulf 

This radical change was at first cloaked under the pretence of military 
defensive preparations. It was not, howevei, till nearly 20 years after the 
policy of spread-eaghsm was put into execution, that the responsible officers 
of the Government of India first openly admitted a change of the angle of 
vision, + In the financial discussion of the budget of 1904-05, Sir E. Elles 
first admitted this altered object of the army in India, in answer to the re- 
peated and trenchant attacks of the late Mr. Gokhale on military finance. 
Lord Curzon defined the attitude of his Government, on very nearly the 
same lines, though, of course, with greater wealth of wofds and brilliance of 
expression.! 

* “There seems every reason to apprehend that the increase of our forces beyond the 
needs enumerated by the Army Commission may prove a weapon less of defence than of 
aggression We are of opinion that no circumstances have arisen, which, from a military 
point of view, have not already been foreseen and guarded against , the proposal to increase 
the strength of the Army by 27,000 men should be negatived We are further of opimon 
that it may lead to the advocacy and possibly to the adoption of projects for the extension of 
onr present frontier It has already been pointed out that the existence of such a force 
should be no mean agent in bnngmg about the very risk which it is meant to obviate A 
standing army which is larger than is necessary for home requirements will be a temptation, 
an almost iiresistible weapon of offence' beyond the border ' ’ Minute of dissent, 14th August 
1885 

t "Are we to be content to hide ourselves beyond our mountain barriers under the 
foolish impression that we should be safe, whilst the absorpbon of Asiatic Kingdoms is 
steadily m progress . . It is, I think, undoubted that the Indian Army lu the future must be 
a main factor In the maintenance of the balance of power in Asia , it is impossible to 
legard it»any longer as a local militia for purely local defence and maintenance of or4er" 
(Budget Discussion 1904-05) 

t "India”, said his Lordship, " is like a fortress with the vast moat of the sea on two 
of her faces and with mountains for her walls on the remainder But beyond these walls, 
which are sometimes of by no means insuperable height and admit of being easily penetrated, 
extends a glacis of varyingjjreadth and dimension We do not want to occupy it, but we 
also cannot afford to see it occupied by our foes We are quite content to let it remain in 
the hands of our allies and friends, but if nval and unfriendly influences creep up to it gnd 
lodge themselves right under our walls, we are compelled to intervene because a danger 
would thereby grow up that might one day menace our security This is the secret of the 
whole position in Araiw, Persia, Afghanistan, Ti^.and as far_eastward3 as Siam " (Budget 
dispussion 1904-05), ; 



The use of the Indian Army as a force to settle the British Imperial 
quanels_was, though never officially recognised in so many words, gradually 
accepted in fact. The Eshei Committee writes — 

" We cannot consider the administration of the auny m India otherwise than as 
part of the totaj armed forces of the Eropue » * » » 

* * Novel political machinery created by the Peace Treaty has en- 

hanced the importance of the Army of India lelatively to the niiUtaiy forces in 
other parts of the Empire, and moie particularly to those of the Butish Isles 


But these principles — or implications — are fundamentally unaccept- 
able. The Army in India must be exclusively an Army tor Indian defence, 
so long at least as no part of its cost is borne by the Imperial Government. 
And even on the agreement that on occasions when any part of the Indian 
army is used for Imperial purposes outside the frontiers of India its expenses 
shall be defrayed wholly by the part of the Empire making such a use. 
we do not think it fair to ask India permanently to raamlam a standing 
Army far m excess of her own national requirements, and thereby accep^ 
a far larger ordinary out-lay for what is really a matter of extraoidmary and 
Imperial Defence.’' 

If the strength of the Army in India is strictly limited by considera- 
tions exclusively of Indian national defence, and its cost reduced in propor- 
tion, we should need a standing army of DSD.QpQ men, of which, even on the 
unjust, uneconomic, unnecessary proportion of 2 Indians to 1 European,; 
50,000 may be Europeans and 100,000 men of all ranks may be Indians^ 
Their cost, according to present conditions viz Rs. 2,500 per each European 
soldier and Rs. $Q0 per each Indian, would amount to Rs. 18 crores True 
economy, however, would first reduce that portion of the army which is I 
relatively much more costly ; but as a matter of practical politics we may ' 
dismiss any. such economical- and equitable arrangement as being outside 
the reajjn of possibilities. 


* The last instance of the employment of Indian troops outside the frontiei-s of India 
can scarcely be regarded as an example of Anglo-Indian chauvinism . for the present war 
must be admitted to have broken ont owing to influences entirely beyond the manipulations 
of Simla or Charles Street The help India has rendered to England in this war must be a 
convmcing, though costly, pi oof of India’s loyalty to the Empire It would have been all tbs 
more graceful if the representatives of the Indian people had in reality been free to vote such 
a bsjnfiome contribution of their own accord £100 million were given as India's war contii- 
butlon on the motion of the Finance Minister m 1917 The non-offioial membeis of the 
Viceregal llegislaHve Council had no answer to the logic of this " fait accompli " This wasi 
in Maich 1917 , in September 1918 another oontribution of £Ai milhon was similarly voted,' 
but this time it was by a resolution m the Imperial Legislative Council, which, m the then 
state of the allies, the non-offioial members dared not oppose It was a contribution towaids 
carrying on a purely European struggle for the protection, benefit, or aggrandisement of the’ 
Western European allies India had do place m it , and, in view of the hostilities withv 
Turkey, it was decidedly agaii^ the secret convictions of a majority of thinking Indians, who 
^ not wish to multiply causes of domestic dissensions by joining in the Imperialistic 
tm^nvidism of Bntain. '^Xhe contribution, moreover, had historically no precedent, and 
Bdonomically no jusfafication, though politlcMly it may have appeared for the moment a good 
”*““dient to purchase the Eeforms Even so the Rowlatt Acts and the Punjab terroilsm 
““d too soon afterwards to leave an abidHig sense of mutual appreciation, 



This brief historical review of the evolution of the Indian military ‘ 
policy suggests obvious points of unanswerable, unfavourable criticism. It 
has in the first place been a most costly policy, beyond the ability of the 
Indian people to bear. , It has absorbed a growing proportion of the Indian 
revenues, and ex^uded from the sympathetic consideration of the Govern-i 
ment all projects of internal improvement costing mopey It has led India 
into expensive, unnecessary, unproductive annexations of territory, justly 
exposing the Indian Government to the ‘suspicions of our neighbours. 
Finally, it is making India take an unnecessarily, unjustifiably, extravagantly | 
larger and larger share m world politics under the influence of Britain, 
and thereby involving us into further quarrels with our neighbours, which' 
are not of our seeking or for our benefit. India has no military 
ambitions. India desires to remain in peace herself and will not disturb the , 
peace of her neighbours. Why then this colossal waste on an utterly unneqesr 
sary object? 

The policy has, besides, become entirely unjustifiable on the very 
grounds on which, in the past, expenditure has been increased, Amongst 
the causes most freqnently.urged for increased expenditure were those noted 
in the margin, to which we may add, — 
though this last is nowhere officially 
accepted in so many words — the 
reomrements of the maintenance of 
balance of power and the preservation 
of internal peace If we keep to our 
legitimate, or even the enlarged frontier 
of 1901, and do not lose ourselves in 
the vain search after a “ scientific fro”litier,” it may well he said that all the 
necessary roads and railways on the frontier have been completed , that no 
greater frontier expeditions beyond punitive measures are or will be necessary 
that the programme of special defence works has been exhausted ; that 
the conditions of pay etc are as liberal as can be desired. And as regards 
the maintenance of the balance of power in Asia, the conclusion of the 
Anglo'Russian agreement in 1908 m spite of Afghanistan, and of the 
Anglo- Japanese alliance— makes further increase in the strength - or 
expenditure on the army absolutely unnecessary, and its reduction in- 
nocuous.’’ As regards the maintenance of internal peace, the manifesta- 
tion of ’anarchical tendencies In isolated instances by warm-blooded, well- 
meaning, but gravely disappointed youths did, indeed, supply a plausible,, 
pretext for the maintenance of 300,000 men, fully armed with the latest 
description of destructive weapons, to put down perhaps not more than 
30 individuals of heated, youthful imagination, playing at terrorism with 


* The Japan^e alliance was not renewed In 1931 owing to the opposition of the 
aelf-governiEg Dominions. The Anglo Afghan Treaty, bowevei, has settled the relations 
with our immediate and more turbulent neighbour, so that danger from this quartet 
has become insignificant. 


1. Frontier expeditions 

2. Increase of pay &c, 

3. Increase of Home military charges 

4. Special defence works 

5 Reorganisation &c 

6 Military loads, buildings &c. 

7. Mobilisation, 

8 Exchange, while it lasted 
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picric acid. But even if that excuse was acceptable to the scared 
officials in the first decade of this century, it may at least be conceded now, 
after the proofs given by India of her loyally in the Iast_war, that mci eased 
military expenditure on.that account is unnecessary 

The last and the most important criticism against this change m policy 
IS that, even admittmg its wisdom and necessity, ^it imposes , unfa ir, dispro- 
portionate burdens on India. If the annexation ot the frontier territories be_ 
an object of the Indian Army , it the maintenance of the balance of power in 
Asia IS desirable , these are objects imposed upon us by Imperial considera-> 
tions, which are, to say the least, as beneficial to England as to India. Of 
the total military strength of the British Empire, India has supplied the 
largest propprtion, and borne the laitgesl shaie of such expenditure, after, 
England ) The advantage of such armies is common to the Empire, though 
Its greatek benefit necessarily goes to England, Why then should England 
not bear a share of such increased expenditure on the army maintained in [ 
Imperial interests ? Parliament has solemnly enacted that the revenues of 
India shall not be employed for military operations beyond the frontiers of' 
Indiajwithout the consent of Parliament — the object being to keep in check 
the instinct and traditions of aggrandisement of an irresponsible bureaucracy. 
Yet, in eveiy instance m which the troops of India have been employed 
outside India, the sanction has been granted as a matter ot course, without 
a thought for the true interests of India And, with the single exception of ^ 
Gladstone’s contribution of millions towards the cost of the Afghan -War, 
Parliament has never effectively protested against the irrepressible chauvinism 
of the Indian Government. ' 

India, it IS true, does not ostensibly bear any cost of the Navy beyond 
het annual contribution of /lOO.OOO and the British Navy, it is alleged, is 
for the common defence of the Empire As a matter of political organi- 
sation and historical fact this is not true. Biitain maintains a Navy pil- 
matily and entirely for her own needs She depends for her very existence 
upon foreign commerce, and she believes a strong Navy — once on a two- 
power basis, now, since the advent of the American rivalry, on a single 
power standard— to be the best means of securing the " freedom of the High 
Seas.” She will not think of using the Navy for the defence of the outlying 
parts of the Empire, when her own island home is threatened, any more 
than the Roman legions garrisoning distant provinces could be left m those 
parts when the Huns and the Goths came thundering to the very gates of 
Rome. The skin is nearer than the shirt Britain, of course, would use her f 
navy for the defence of other parts of the Empire, not out of any charity of j 

* But see Anti p 77 

India might still hive, if only for purposes of education, an Indian nhvy, 
jSXgluyvely under Indian control and management, at a recurring cost of three or four 
teores, provided the army expenditure was reduced m conformity with Indian demands, 
Jho projected Indian navy, estimated to cost at first much less than the above figure 
P^ay serve the edncational need, and may eventually secure even the complete control and 
_ fta^ement of that navy by Indians, But it will take time, much longer than we imagine 



philanthropy, but because of her own commercial interests, or her imperial 
vanity, when her own existence is m no way endangered in so doing. But we 
cannot conceive of India needing such a help, and Britam rendering it, 
exclusively for the benefit of this country, India has no naval foes to fear, , 
as she has no ambition to monopolise the trade of the world, or terrorise, 
the peoples of every continent. India has no open sea board to protect,' 
her deserts and ghats being sufficient barriers to any likely naval foe. And 
as for her overseas trade, it is no doubt considerable. But it is an open 
question whether Indians need regret if the present trade is entirely stopped ; 
or, in the alternative, whether those who need India’s raw materials 
for their own industries will not be willing for their own sake to extend 
their naval aid to India ’ There is thus no ground to think of an Indian 
navy , no reason to regard the heavy military outlay as a, set-off to the absence 
of any navy. 

Coming next to the criticism of the Indian Military Policy from the 
standpoint of details of expenditure, the first point to be noticed is the 
a malgamation of the European troops in India with the whole British Army . ' 
Thanks to this amalgamation, the Government of India has bad to pa y mote 
for its European forces than if they h ad been recrui ted m the country its^. 

I Every change in the military finance introduced in England, and suited to 
the riches and rivalries of England in Europe, has had to be introduced in this * 
country. And in return for that heavy expenditure. India does not obtain the 
full benefit of the e.xDerience of the British troops . From the stand-point 
of the people and the Government of India the system of short service for 
British troops m the other parts of the Empire by a regular tour through the 
Empire was found objectionable at its inception ' Besides, the general proportion 
prescribed by the Army Amalgamation Commission required, roughly, one 
European soldier to every two Indian soldiers Such a proportion, necessary , 
to men like Sir John Lawrence, does scant justice to the proved loyalty of 
the Indian troops for now more than two generations The necessary margin 
of personal safety to the alien rulers of a large country like India may 
demand the maintenance of a considerable proportion of the troops from 
their own race, even though at a very great cost , but the present British 
monopoly in artillery and of the new modes of destruction in war-time' 
may be considered to give all the requisite margin of safety to a Governmenf 
who take their stand more on justice and excellence in their administration 
than excellence in military science or military strength. This limitation on 
the proportionate strength of the European and the Indian elements in the 
Army in India of necessity keeps down the total strength of that force. 
For the total Indian army cannot be more than a certain multiple of the 
men that Britairf can spare for service in India. Britain has a total military 
strength — on the basis of universal military service — of about 4 million. 
She cannot afford to be a conscriptionist ; and, therefore, will not spare at 
most more than 100,000 men at a time for service in India, ^he total men 

* See the evidence of Sir George Balfour before the East India Finance Committee, 
1871-74. Also the opinion of Prof. Fawcett. 
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fit for military service in India are between 30 and 35 million , but while the 
present policy of maintaining rigidly proportionate strength lasts, India cannot ' 
have an army of more than 400,000 men at most, even if she be 
threatened by the united armies of all her northern and western neighbours ' 
And m this we take no account of the fact that the birth-rate is falling in' 
Britain, while population is steadily increasing in spite of all calamities in 
India. 


^This section of the Indian Army, consisting of the British Armyj 
serving for the tirne being in India, causes the gravest financial anxiety td 
the Government of India. The charges payable to the War office under 
this heading, as detailed and explained in a note elsewhere, are a most impor- 
tant factor m the uncertainties of the Indian finance, a most grievous 
burden on the people of India, supportable, possibly, on dead actuarial rules, 
unsupportable on any other grounds. Under a variety of heads,— Capitation 
charges, Depot and Transport charges, Stores, Regimental Pay and Pensions, 
for Officers and Soldiers, Absentee and Furlough allowances, Field Arms 
Ammunition and Ordnance Charges, and other miscellaneous heads, — the, 
War office makes an annual drain of nearly 15_ prores of rupees. The 
Government of India have themselves protested- again and again against 
this Uncontrollable drain But unsupported by the people of India in that 
contention, they have so far proved helpless before the war office statisticians 
and other experts ■■ | Unless this factor is removed or rigidly controlled by 
the Government of India— an impossible condition from the nature of the 
case,— a radical reform in the military finance of India seems inconceivable. 1 
Pinally, as already observed, the benefit of the British Army in India is by 
ho means assured to India. In the event of an Indian necessity conflicting! 
With the Imperial demands, the Government of India have themselves | 
doubted whether they would be able to command the services of British ' 
troops in India, let alone the reserves for which India pays a proportionate 
pension charge. The regiments, batteries, and drafts sent out to India are 
despatched during the whole of the trooping season to take the place of 
men returning home discharged, invalided, or dead. The assumption of the 
War office that India would be able to command, at least, 1 1,500 men as her 
First Reserve wi ll hold good only in the event of a war breaking out at a 


M-ru. despair dated 25th March 1890 the Government of India wrote (Para 7) 

Exchequer, if calculated by a purely anthmetical method, 
^ undoubtedly the cost of the force m the United Kingdom, which would not need to be 
he? h f 7 be mainfainea in India , 

f charges raided on account of that force lepresent the 

whmh wouMhs British Exchequer, while there are many other conditions 

The before this method of calculating can be adopted and 

fnmwnt' 7 Army and the necessity for 

^ CB-unot be admitted to arise from the presence of a 

arise from a variety of 
must also be made of the Com* 
~ and appointed to arbitrate between the 

meat ofln^ia ^ largely m favour of the Govern* 
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particular moment when the trooping season is just about to commence. 
If war broke out after the trooping season had closed, those 11,500 could not 
be available as a “ First Reserve.” Moreover, it is not quite beyond proba- 
bility that the identical circumstances which demand mobilisation in India 
might also require instant mobilisation in England as well. The latter 
country, under those circumstances, would not be able to part with the small 
number of regular troops maintained there as reserves. 

The foregoing criticism is made all the more poignant by the several 
recommendations of the Esher Committee in this regard. In addition to 
piescribing very liberal concessions m a number of mdirect ways, e. g, ^ 
house accommodation and horse allowance, travelling charges, tentage 
bills, &c , the Committee has suggested a permanent increase of pay which ! 
would ruin Indian finance beyond recovery Though aware of the diffi- 
culties, the Committee’s guiding principle seems to have been (para 20, 
Sec. II, pt. V.).— - 

'' It has been suggested that the British officer at home, in the Colonies, in India 
or in the Indian Army should be paid, under Royal Warrant, a universal rate 
of pay (which may be called A), with an automatic Overseas allowance when 
serving out of the United kingdom (termed B), anA an Indian allowance to 
compensate for service in the Indian army (which may be called C) Thus * 
the British service officer serving in India would receive A-fiB, while the/ 
British officer in the Indian Army would receive A ^lus B C." 

" Our principal aim has been to promote the efficiency and contentment of the 
army in India, and to secure that the Government of India will have at its 
disposal a well trained and loyal army, fit to take its share in the defence of 
the Empire, In submitting our recommendations, we have borne in mind that 
many of these will entail Increased expenditure We are aware that the 
present cost of the Army of India is already double the pre-war cost We (?) 
have therefore been actuated throughout by due regard to economy but 
we have not refrained from recommending relatively costly measures, where 
we are satisfied that these are essential for the conteatment and better 
administration of the army ’’ (paras 4 and 5 of the conclusion) 

Their final recommendations embody this principle of doubly penalise 
mg India for the sake of confeimg a benefit on the British elements m 
India. For a confirmation see ante p. 5 under the heading Conditions of 
Pay 

But perhaps the greatest error of the Indian military organisation 
combines financial and military evils in an almost equal proportion. From 
the Company’s days of constant conquests, the Army in India has been 
organised entirely on a war footing, v- There is no separate peace establish- 
ment, as distinguished from the war establishment , so that military charges 
in India are m no way different in war time from what they are in peace time, 
except m the necessarily greater extravagance and laxer control in war time\ , 
The total strength we can mobilise in the event of a war is about 2,50,000\ 
men of all arms, in round figures. For this in the last year before the great 
war we spent nearly 30 crores of rupees. In European countries, like France 
(pp Germany, before the present democratic Repubhc W£^s born, they h^vq 



adopted the system of short service and reserve, which gives them a maxi- 
mum of combatant stiength at a minimum of cost ' India has, relatively 
speaking, no military reserves The Simla Army Commission did, indeed, 
propose the formation of a double reserve out of the discharged native 
soldiers, in the hope that such reserves might enable the Government to 
reduce its normal peace-time military budget without causing any military 
or political danger. But the system of territorial reserves for India was 
vetoed by the Secretary of State for India And though the regimental 
reserve formed in 1886 was a step in the direction, it still remains a very 
small fraction of onr standing army, utterly insufficient to reduce the military 
budget. The Territorial force, as recommended by the Esher Committee, 
has already been noticed , but it would not in any way t educe the cost of 
the regular army. From a financial stand-point it need hardly be considered , 
while militarily speaking its expected advantages cannot be regarded m too 
sanguine a light by the most infatuated of its advocates. Peihaps this 
absence of any considerable reserve is to be traced to the distiust of the 
Indian people, which has, in spite of protestations to the contraiy, through- 
out characterised the military policy of the Government of India To arm the 
people may assure a better defence of the country, but until an alien goveinment 
can be assured of its own complete safety under a measure of national 
training for defence, it would scarcely venture on such a step, 


In recent years a suggestion has been made to make the Native Stales 
of India contribute towards the cost of the Indian Army. I It is, indeed, true, 
that a large majority of the Indian States do not maintain any armed forces on 
a considerable scale, because they are not, by the conditions of their existence, 
required to do so They no doubt share m the benefits, such as they are, 
of a common Indian army. Prima faote, therefore, the case for asking 
them to shoulder a part, proportionate to then area or population, of the 
cost of our army seems fairly strong. But apart from grave questions of 
constitutional importance, such as the contiol of such contingents tn peace, 
and their command in war, like the similar question in regard to the Cana- 
dian Navy in 1914; apart also from the vexed economic question of 
apportioning the cost to the ability of the people concerned, which will not 


* Country. 


Active list. 


Reserves 


Military Exp. 
(Annual aveiaga.) 
£ 

28.000,000 
28,000 000 

38.000. 000 

11.000. 000 
20,000,000 


United Kingdom 129,400 480.703 

France 677,380 2,952,780 

German Empire ... , 610,000 3,400,000 

Japan 210,000 830,000 

India 156,600 67,000 

For an effective military strength of one third (approximately) of Franca oi Germany, 
we sfient in India 75% of the French military budget and over 50% of the German 
military budget. If, we include the Reserves, ours would probably be the most costlv 
miUtary budget in the world in proportion to the force we maintain. 

tXhe Imperial Service Tioops, or the Indian State Forces, as they are now known, 
numbered 31,241 In 1923 (October 1st) These are raised and maintained at their own 
exMuse by the States, and me lent to the Government of India when needed. The Imperial 
gad^t corps is a very small body pf only ceretaonjal utility, ^ 
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allow the Native States to pay anything like a fair shaie of their burden, 
there is the simple financial difficulty oi & quid pro quo. If British India 
calls upon the Indian States to take a share in the cost of the Army in India, 
may not the latter, in fairness, demand a share m the Indian Customs 
Revenue, or the Indian Income Tax ? This would mean not merely a 
unification of the army, but also of the finances of India Even if accom- 
plished, it is futile to expect from this source any substantial relief to the 
Indian military burden j while the compensation having to be paid may make 
it more onerous than ever, 

In a work of this kind we aie not primarily concerned with questions 
of a constitutional description regarding the control of the Indian Army, 
iThe Government of India being what it is, the concentration of military 
matters in a single omnipotent Commander-In-Chief does not make for 
' military economy It may even be doubted if it adds to the efficiency of 
the Commander-in-Chief as a soldier In the supreme Council he is the 
expert, the only expert, in all matters relating to the Army Hence any 
check on his estimates is almost impossible by mere civilians. If a strong 
Vice roy should try his hand at economy, there is ever ready the bogey of 
frontier trouble and internal unrest to scare away the struggling spirit of 
civilian check or control, or of financial economy. Before the Curzon- 
Kitchener controversy,-- -which, by the way, has ended in the Mesopotamia^ 
muddle, — the Viceioy had the power to check the military estimates with 
the aid of the Military Member of his council If the Viceroy was weak oi 
militant, or if his Finance Membei was indifferent, the military elements in the 
supreme Government, by the freemasonry of their espt it de corps, could 
always have their own way As a matter of fact, the army increases under 
Lord Duffenn were brought about in spite of the protests of the Finance _ 
Member. But now-a days there is no possibility of even such a check. The | 
Commander in-Chief, a professional soldier, is the sole supreme head of ' 
the Army Department, and represents on all questions relating to the Army 
the military viewpoint in the supreme council of the Government of India. 
True there is, since the Esher Report, a Financial Adviser to the Army 
Department, who is a sort of an outpost of the Finance Department in the 
Army Headquarters. An expert financial adviser to the Commander-in- 
Chief, he is supposed to consider always the interests of public economy in 
his advice on all proposals for military expendituie But, as the Esherl 
Report says, he is a colleague of the army chiefs, not their hostile critic ] 
‘^eal, lasting economy m the Indian military budget will not be attained unless 
and until the control of the Army Department is placed, as in England, under 
a civilian Minister of the state responsible to the Indian Legislature, And the 
necessary counterpart of this suggestion, vtz. that the entire Army Budget 
be brought under, and annually passed by, the Legislature will have to be 
simultaneously given effect to, if the expected reform is notjo be still-born. 
But this demands an orientation in the entire outlook, wbmh is not as yet 
discernible even in the germ. 



Vin —Summary of Suggestions 

Summaiising, then, our suggestions about the reforms in the Indian 
military e ^penditure, we find . — 

(1) That the entire military budget of India, which should be calculated 
after due allowance is made for the interest on militaiy debt as well as the 
charges under exchange, &c , should be submitted annually to the Indian j 
Legislative Assembly , and that no expenditure on the standing army ' 
or the reserves or on any military operations be incurred except on a 
clear, specific vote by that body 

(2) That the entire administration of the Indian Aimy should be 
placed In charge of a civilian, preferably an Indian, member of the Viceiegal 
council, with a view to greater attention being paid to financial considerations 
than has bean the case in the past. 

(3) That the purposes for which the army In India is to be 
maintained must be clearly defined by the Indian Legislature, and 
must specifically exclude any participation of the army in India In 
non-Indian quarrels or in countries beyond the frontiers of India, This 
would permit the standing army to be leduced to 150,000 men of all arms, 
costing about iS prores at the present excessive rates of maintenance, 

(4) That no part of the Army in India should be employed outside 
the frontiers of India except on a specific vote of the Indian Legisla- 
tive Assembly, with a three-fourths majority, 

(5) That in the organisation of the army in India the present" 
mischievous principle of maintaining a fixed proportionate strength 
of the British element to the Indian troops be abandoned, the numbers 
of the standing army should be restricted by the leqmremants of Indian 
national defence , its recruitment achieved by voluntary enlistment in India ; 
its pay etc., being determined and regulated exclusively by Indian authori- 
ties 

(6) That the existing British element should, m conformity with^ 
the principle of the Government of India Act of 1919, be progressively | 
reduced, so that In 10 years’ time we have no British troops serving 
m India at the cost of India, and no home military charges except possibly 
on account of stores not producible m the country. This would irfean a 
savmg progressively rising by two crores a year, till in course of time 
this charge is utterly extinguished- 

(7) That the army in India should be re-organised so as to have (a) a ' 
small but well-equipped regular standing army, ready at any moment to take ' 
the field ; (b) a distinct and larger strength m reserve, formed out of 
time-expired men of the regular army and other units recruited from towns 
and villages of the so caUed martial races, Which could be mobilised at short 
potice for mihtary operation, say 350^000 men. (c) And flnallji thfr^ 
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should be the still larger reserve of the entire population of military 
age, 18-40, raised by conscription for two years’ service with colours, 
and thereafter a fortnight’s duty in camp. This is necessary m 
view of the demands of national defence, but not over-important, if the 
growing strength of the feeling for universal disarmament is to be trusted. 
Rs, ^ jcrores a year, however, may be provided for such reserves. 

(8) That as a measure of education for the Indian people and in 
exchange for the substantial reduction of the standing army proppsed 
here, the Indian jClovernment may institute an Indian navy, costing 
not more than Rs'.^ irores per annum in recurring charges, the capital outlay 
for building ships being considered as an unproductive debt and treated 
accordingly, always provided that the building, equipping, manning and 
controlling of this portion of ourarmed forces shall be vested exclu- 
sively in the Government of India. 

( 9 ) That the unproductive debt incurred for and on account of 
and during the last war and after by the Government of India, not 
being properly a charge incurred for Indian benefit, should be taken over 
by the British Government 

(10) That in order to obtain stores more economically for the Army, 
the Government of India should establish a large scale arsenal and ! 
workshop, under the control and direction of their Commerce and 
Industries Department, to manufacture and supply all kinds of civil and 
military stoies, ordnance, arms and amunition and equipment.’ 


* These recommendations are taken substantially from the Memorandum for Re- 
trenchment, submitted to the Indian Retrenchment Committee by the present writer in 
1932. 

If these recommendations are adopted the change in the military budget was 
estimated m the Memorandum to be — 


{In cyorcs of rupees) 


Military Budget 
1922-23 

Standing Army 
Effective . 

Non-effective ... 

Home Military ... 

Marine (net) 

Military Works . 

Extra Interest ... 17 14 

90 64 
5 64 


Military Budget after the 
reforms suggested 


Standing Army ... IS‘00 

First Reserve ... lO'OO 

Territorial reserve 5 CO 

Navy and Air force ... 3 00 

Arsenal, See ... . 3'00 

Extra Interest .. I'OO 

Home Charges ... 10 00 

* 49 00 

Less Receipts .. 4 00 


45‘2a 
4 85 
17 35 
1 37 
4‘65 


Less Receipts .. 


85 00 


43 00 



CHAPTER III 


Maintenance of Peace and Order Departmental Expenditure 


Our second group of public expenditure inciudes 

(l) Expenditure on Courts of Law, Police, and Jails , (2) General Ad- 
ministration, under which we may include expenditure connected with jthe 
collection of Revenue, Salaries and expenses of civil departments, and 
similar other expenditure, (3) Political expenditure, comprising expenses of 
legislative machinery, central and local, representation of the Government of 
India abroad by Political Residents, Consuls and Agents, and payments 
made under treaty obligations to Native States or Frontier Tribes, or the 
Subsidy to the Amu of Afghanistan. I ( 4 ) Non-effective charges, including 
Pensions, whether Territorial and Political Allowances, or superannuation 
allowances which are called Pensions proper, Furlough and Absentee 
allowances (5) Miscellaneous charges, including Refunds and Diawbacks, 
Assignments and compensations, which are not really expenditure but excess 
collection of revenues that have to be returned. 

Following our general treatment, we shall discuss first the principles 
governing this kind of expenditure, next give an historical outline of Indian 
Public Expenditure under these items, with such reflections and suggestions 
as may appear necessary, 

1.— Expenditure on Justice, Jails and PoHce 

Public expenditure on the administration of Justice forms an integral j 
pait of public economy in all modern states The maintenance of a judiciary 1 
is not merely a symbol of Sovereignty , it is indispensable under the existing 1 
social organisation. The progress of civilization has transferred the Ad- 

* The heading Salaries and Expenses of Civil Departments in the Accounts of the 
Government of India includes most of the items classed above m sub-headings othei than 
(2) We have elsewhere given reasons to show why that classification is not desirable 
The scheme here adopted is also explained m principle theie. 

t The Welby Commission Report, as already obseivad, included political charges 
under the general heading of defence “ I olihcal service repiesents the cost of the Foreign 
Office in India The charges included in tins chapter belong to foreign policy, rather than 
to domestic administration, we therefoie class them under the head of Defence and Foreign 
Affairs They comprise cbaiges incurred on the Noith-Wost Frontier, Frontier levies, 
political subsidies to the Ameei and others and special mission” (para 225 Majority 
Report) It will be noticed that the group including political charges, as given by us is much 
wider than the group conceived by the Welby Commission Besides, there would be some 
affinity between political and military expenditure if we could be assured that all expendi- 
ture on the Foreign office results in avoiding or accelerating military charges As a rule, 
however, the ordinary expenditure on foreign relations is for the preservation of peaceful 
intercourse between the nations of the world The moment that intercomrae is stopped, 
the bulk of the foreign office charges come to an end It would be therefore better to class 
augh expenditure alon§ with the politioal expenditure at home under classes of items indi- 
cated above ^Bides, in India the greater portion of the political charges m connection with 
the|I®tive States are really more hie domestic administration charges than anything else. 

- J It would add very much to the clearness of the discussion could we but sepaitite 
the Pensions charges of each department and consider them along with the expenditure of 
that departBieat. But it would be practically hopidess to try and make such a distinction. 
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ministration of Justice in Aryan countries from the locally elected, and often 
unpaid, officers, to the present day highly centralised, monopolised, overpaid 
system of judicial administration. > The transition was no doubt inevitable, 
and possibly beneficial. The political re-grouping which substituted the 
highly complex modern Empire in place of the self-governing Village Com- 
munity of the ancients could not be compatible with an administration of 
justice left to the local units guided by local customs. With the change 
in the administration of justice came a change m the spirit of the laws. Instead 
of the independent, isolated customs of each self-contained community, there 
grew up an elaborate, intricate system of codified laws, administered of 
necessity by highly trained legal artists And these artists must be paid, 
when appointed administrators of law, npt in proportion to the servicei . 
they render, but in accordance with the emoluments they forego by giving up 
their private practice at the bar. This is not so common in other Aryan 
countries as in England and the countries adopting the English ideas of pohti* 
cal civilization In other countries the Advocate has not quite succeeded in 
effacing the Jurist But when the judges are made the interpreters as well 
as the guardians of the constitution, it follows that a certain amount of 
fearless independence must be postulated in the choice of the judicial officers. 
Hence in these countries they have been obliged to adopt the double expe- 
dient of paying \ ery high salaries to competent, independent men to become 
Judges, at the same time dissociating the Judiciary from the Executive 
authority of the State. High Judicial office thus comes to be reserved more 
as a prize for successful advocates when they retire from the active practice 
of law than as a matter of course for the ordinary hierarchy as provided in 
other administrative departments."’ 

With regard to the public expenditure on Police, we have already ob’ 
served elsewhere why we cannot regard this expenditure as on a level with 
the expenditure for National Defence. Pohce charges are m reality an ^ 
appendage to the judicial expenditure. As the army is the ultimate appeal 
- of the community vis-^-vis other communities organised as States, the Police 
is the ultimate appeal of the community against each of its members, — the 
citizens. All the reasons which require the expenditure connected with the 

• The distinction between the jurist and the advocate, irrelevant otherwise, is 
Useful in this connection in so far as it draws attention to the increase in cost of Judicial 
administration entailed by this system. The figures representing the cost of the judicial 
and police services, as well as the punitive organisation of jails and reformatories, 
represent only a small fraction of the total cost to the community resulting from this 
system The high fees paid to counsel, though impossible to be estimated accurately 
from such meagre records as the income tax returns might furnish, must be regarded as 
a net tax on the community indirectly levied by the legal profession for its services, in no 
respect differing from the duties levied for purposes of protecting the industries of a 
country on similar articles Imported from abroad. 

It may be added here that the Indian High Court Judges— and n/or^iort alllo war 
Judicial officers— cannot quite claim the independence characteristic of the Judiciary in 
England The judges are appointed m India during the-pteaaUf ft of the Crown and 
not during good behaviour as in England , a good proportion of them consists of civilians 
who have been accustomed too long to obey their superiors to become indkpendent — as 
Judges should— all of a sudden , and the chances of promotion to still more imposing 
executive offices expose them to just a suspicion that all judges cannot affoid to be incog 
veniently independent 



National Defence to be met out of the funds of the central government 
suggest that Police charges be met out of local funds, wherever such a 
distinction is possible. Police activity and utility are essentially local, and 
must therefore be paid out of and controlled by the local authority. 

The theory of Prison charges, or punishments in general, acceptable 
to day demands that all prison organisation should be so framed as to wean the 
crimmal from his criminal tendencies and make of him a useful member of socie- 
ty. Crime must be regarded as an indication of insanity, not an occasion for 
organised revenge Legal punishment should not be the result of the social 
instmct for revenge, but rather the offspring of pity for the erring members 
of society. In all countries claiming to be civilised, prison organisation, 
'work and discipline should be so arranged, no matter what the cost, as to 
eradicate the criminal tendency. 

II.— Revenue to Finance this Expenditure 
J As regards the sources, from which this branch of public expenditure 
ought to be defrayed, there seem to be three possible alternatives • Judicial 
revenues in the shape of Court Fees and Stamp Duties on legal documents , 

' Fines and Penalties impose^ by the Civil as well as the Criminal Courts, 
general taxation of the community at large. No authority has explicitly ' 
declared that the administration of justice should be conducted on the com- 
mercial principle of making the department pay its own way from its re- 
, venues, if not to leave a surplus for the general benefit Without accepting 
this commercial principle, it may yet be admitted that the system of making 
litigants pay for their suits would tend to discourage unnecessary litigation, — 
by no means an unknown or uncommon complaint in our highly civilised 
states founded on commercial morality But it has the undeniable draw- 
back of deterring parties from seeking their rights if the cost is too great of 
even important enough for them to think before instituting a suit. Besides, 
there would always be the possibility of making a really vexatious litigant 
pay for the misuse of the common privileges of citizenship by extra taxatioji 
on too frequent a htigation without basis In fact or law.’ If the expenses 
of the judicial department are paid out of its own revenues, the officers con- 
cerned would be exposed to the serious temptation of increasing their emolu- 
ments by showing a growing source of income from their department, not to 
mention the most serious disadvantages of the system that a payment of judi- 
cial officers by a percentage on receipts would afford an Unfair advantage to 
the rich suitor as against the poor.-' We cannot look upon judicial fees quite 
in the nature of penalties paid by the party at fault, even supposing that 
were desirable Civil suits do not necessarily originate in the dishonesty or 
culpable intentions of one of the litigants. Modern laws leave considerable 
room for a genuine difference of opinion. Witness, for example, the frequent 
cases m which «le decisions of the High Courts aie reversed by the Appeal 
Courts, ^nd in criminal justice the condition of paying fees before institut- 


frequency of too many appeals, which is such a predominant charMtenstic 
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mg prosecution would lesult in reversing our modern civilization, and compel 
us all to be duellists by necessity. Fines and penalties in criminal cases/ 
may, indeed, be regarded as another aspect of fees , and a system ot graduat-1 
ed money payments for different crimes may have its own recommendation 
to a reformer of modern criminal jurisprudence who would abolish all phy- 
sical punishment, from flogging to beheading. But most of the criminals 
would be unable to bear this alternative ; and there are some crimes, like 
murder or rape, which the social conscience would have to be educated much 
more before it would consent to accept pecuniary compensation for. The 
majority of mankind still consider these to be irreparable mjunes. , 

But because we cannot accept a system of fees, fines and penalties as 1 
tbe only souice of judicial expenditure, it dk5es not follow that the judicial 
fees should be utterly abolished. Undejr^roper precautions they would be a' 
salutary toerremt to unnecessary litigation, at the same time acting as a 
harmless source of public revenues. When levied upon documents of a legal 
or commercial character, the stamp fees would in no way be burdensome. 
Apart, therefore, from such service, as the receipts of the judicial department 
in the shape of fees etc may render to the public exchequer, the cost of this 
department must be borne by the public purse And that cost is bound to 
grow as population and the complexity of social relations increase. Any 
section of that cost, unexplained by these factors, will have to be explained 
by the excessively high salaries paid to the judicial officers m countries 
adopting tbe Anglo Saxon principles of judicial administration.) The only” 
way to reduce the cost, when it becomes disproportionate to the service 
or benefit rendered, is to encourage arbitration, to organise a system of 
voluntary justice by locally elected tribunes of the people, by reverting 
in fact to the ancient principles of gratuitous judicial service, m so far as it 
would not be mconsistent with our modern civihsation.' This expedient, so 
long a characteristic of the English judicial system in the person of the 
Justices of the Peace, may reduce the cost to the State without being a 
real relief to the community, unless its concomitant counterpart — the nationa- 
lisation of the legal profession — is concurrently accomplished. The indirect ’ 
but heavy tax upon the community in the shape of practitioners’ fees can ' 
only be remedied if the professional lawyer is made a public servant, guaran- i 
teed a living wage, and without any temptation to distort the law or obfus- ' 

cate the public conscience ‘ 

* That the so-called Learned Professions of Law, Medicine and the Church are 
not necessarjjy capitalist in their essence, is evidenced by the existence of Established 
Churches m many European countries, and by the first rudimentary attempts contained 
in the British National Insurance Act, as regards the "Panel Doctor " Ihaw as a scienco 
will never be properly studied social psychology never clearly analysed , the scandals 
connected with the present legal profession, which every lawyer knows, but must not 
mention, as much owing to the mistaken notion of an "esprii de corps" and the compulsion 
of his trade union, as owing to the inherent indolence or apathy towards social problems, 
which our commercial civihration inculcates, will never be removed unless the present 
high wages of a few artisans of the legal craft are abolished By prefessional etiquette, 
the lawyer ought to be an aid in elucidating and expediting justice . by practical exigencies 
be has come to be the greatest obstacle to the simpler, saner, cheaper and qiccker admin- 
istration of justice The recent work of Sidney and Beatrice Vlebb on " A cotisMuttm 
for the socialist common icealthof Great Bntaftf " has an interesting chapter on the re- 
organisation of the vocational world, 



The annexed fable shows the growth of public expenditure in India on 
these three heads since the transfer of the Government of India to the 
Crown. 

in.— Statistics^ of Judicial, Police, and Prison Expenditure in India 

{N. B.—The ^gures are throughout m thousands oj rupees.) 



Courts of Law 

Police 

Prl 

ons 




Gross 


Gross 


Year 

Expend!- 

Receipts 

Expend!- 

Receipts 

Expend!- 

Receipts. 


Rs. 

Rs 

Rs 

Rs 

Rs. 

Rs. 

1361-62 

1.95,12 

51,15 

2.16,31 

isisi 



1866-67 

2.39,77 

62,70 

2,26,29 



1871-72 

2 27,38 

37,31 

Included under Provincial Charges 

1876-77 

3.27,58 

78,98 

2,13,80 

6,42(?; 



1881-82 

3.23,27 

67,74 

2,35,38 

24,80 



1886-87 


58,71 

3,28,50 

31,58 



1891-92 

2,84,00 

37,58 

3,86,86 

38, t5 

89,97 

31,12 

1896-97 

3,09,68 

33,61 

4,15,65 

43,69 

1,08,22 

30,87 

37,50 

1901-02 

3,23.63 

34,83 

3,43,55 

44,62 

1,15,72 

1902-03 

3,32.29 

41,00 

4,52,38 

46,12 

1,08,82 

33,43 

1903-04 

3,41.49 

38,71 

4.63,10 

48,43 

1,06,96 

36,00 

1904-05 

3,35,73 

38,13 

4.73,82 

49.23 

1,06,00 

36,81 

37,95 

1903-06 

3,61,45 

41,63 

3,04,52 

48,69 

1,19,00 

1906-07 

3,81,00 

41.02 

5,53,84 

47,14 

1,26,46 

37,65 

1907-08 

3,88,86 

39,60 

5,72,15 

23,04 

1,28,51 

38,16 

1908-09 

4,13,02 

42,01 

6,29,43 

23,71 

1,39,93 

36,93 

1909-10 

4,23,30 

44,00 

6.33,34 

22.34 

1,27,95 

34,31 

1910-11 

4,30,00 

49,59 

6,52,74 

23,30 

1,27,68 

35,66 

1911-12 

4,47,29 

48,54 

6,90,44 

18,40 

1,26,40 

38,10 

1912 13 

4,48,54 

52,80 

6,98,70 

20,33 

1,30,05 

40,50 

1913-14 

4,63,21 

36,06 

7.29,74 

19,55 

1,47,43 

42,06 

1914-15 

4,93,83 

60,68 

7,83,55 

21,18 

1,52,78 

44,48 

1915-16 

5,03,09 

62,03 

8,03,04 

21,48 

1,56,37 

44,88 

1916-17 

4,96,03 

62,22 





1917-18 

4,98.11 

65,27 

8,42,56 

19,98 

1,72,39 

36,95 

76,73 

1918-19 

Revised Estimates, 

5,17,41 

63,14 

9,16,45 

27,87 

2,11,42 


1919-20 

Budget Estimates, 

5,56,84 

72.84 

9,00,00 

25,59 

2,34,48 

62,04 

1920-21 . 

5,75,16 

69,70 

10,42,90 

21,00 

2,18,56 

62,39 


♦ Since 1921 these departments have been made over to the Provincial Governments 
under the scheme of the separation of finances, which came into effect witlf the passing 
of the Government of India Act of 1920 , hence it is impossible to represent these 
Items collectively, as was the case when the entire finances of the Government of India 
were consolidated into a single national budget We shall discuss provincial finance by 
Itself later on, and so we may leave these statistics as they are. 

The figures given ate compiled from the financial statements and the Finance and 
Revenue accounts of the Government of India It will be noticed that the figures are not 
uniform The separation m the three branches wte not recognised in the earlier years, and 
consequently ye have not been able to give the figures Of jail expenditure m the early 
years separately Finally, in comparmg it must be remembered that the figures in sterling 
for earlier years' represent a conversion of rupee figures at the conventional rate of Rs. 10»? 
^1, wljlle since 1901 the oooversion is made at the rate of Rs. I5=,;fl 
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This expenditure on Justice, Police and Jails shows, it may be 
noticed, an increase out of pioportion to the inciease in population. The 
following table shows a decennial increase in percentage of population and 
of expenditure under these heads. 

Between 1871 & 1881 population increased 1% & expenditure 14% 

„ 1881 & 1891 „ „ n%& „ 33% 

„ 1891 & 1901 „ „ 5% & „ 16% 

„ 1901 & 1911 „ „ 5 5% & „ 25% 

This continual tale of growing expenditure was accounted for by several 
causes, such as the increase in the pay of the subordinate judicial staff &c 

Against this must be set off the following tables which go a long way 
to show that the Courts of Law m India are self-supporting, if not a source 
of revenue to the Government, 

Receipts ■ (including Court fees, stamps) and charges connected with 
the Courts of Law 


Receipts 

1909-10 

1910-11 

1911-12 

1912-13 

1913-14 

1914-15 

1 Sale proceeds of 

Rs 

Rs 

Rs. 

Rs 

Rs. 

Rs, 

unclaimed and es- 
cheated property 

1,90,429 

2,23,011 

2,22.321 

2,23,198 

2,32,774 

4,89,374 

2. Court fees realised 
in Cash . 

4,19,973 

4,53,614 

4,63.484 

4,51,391 

4,63,936 

5,29,004 

3, General fees, Fines, 
&c 

i 33,10,464 

33,32.614! 

36,61,659 

41,67,047 

44,34,173 

5.29,004 

4, Other receipts 

4,79,213 

4,50, 708i 

5,03,358 

4,38.923 

4,73,962 

3,32,226 

5 Court fee stamps 
and plain, paper 

4,66.24,121 

4,96,88,352j4,88,8S,517 

5,06,05,217 

5,27,70,185 

5,24,85,951 

Total Receipts 

:5, 90,24, 200 

5, 43, 48,099', 5, 37. 40, 339 

5,58.86,892 

5,83,77,060 

5,86,34,473 

Expenditure 

1 High Courts, Chief 
Courts, Jud Com 
Recorders Courts 

48,12,494 

1 

1 

50,90, 898| 52,33 197 

55,50,970 

56,04,177| 

59.20,961 

2, Law Officers and 
Administrators 

24,53,933 

1 

30,68,913, 29,69,767 

26,94,463 

28,57,789 

33,55,066 

3 Cml and Sessions 

1,79.02,944 

1,83, 22.317!l,92.42, 488 

1,92,01,847 

1 98,84,131 

2,06,55,848 

4 Small Causes Courts 

7,94,868 

8,12,855' 8,30,417 

8 31,449 

8,40,366 

8,47,340 

5 Criminal Courts 

1,45,36,200 

1,48,54,314 

1,55,83,805 

1,36,84.950; 

1,01,39,549 

1,76,43,559 

6 Coroners A Presi- 
dency Magistrates 

3,04,319 

3,47,592 

1 3,32,009 

3,14.628 

3,39,846 

3,56,980 

7 Refunds 

5,19,243 

4,57,225 

1 4.55 888 

5,18,859 

5,59,398 

5,58,576 

8 Miscellaneous 

23,381 

30,753 

j 35,330 

32,366 

34,844 

32,745 

India (Total Expdt ). 

4,13,47,382 

j4,29,84.867|4,46,82,901 

4,48,29,512 

4,63,20,010 

4,93,71,679 


* The latest decennial statistical absUact of the Government of India gives the fol- 
lowing totals of the Receipts (under all heads) and charges of judicial administration 
in India (in thousands of rupees) 


Year. 

Receipts. 

Chaiges 

Year 

Receipts 

Charges 

1914 

. 5,55,13 

5.06.98 

1919 

6,06,84 

5,61,71 

1915 

. 5,86,33 

3,23,72 

1920 

7,12,82 

6,67,42 

1916 

. 6,09,96 

5,15.22 

1921 

7,06,1(>' 

6,62,60 

1917 

6.14,98 

5,08,07 

1922 

8,01,02 

6,23,94 

J918 ... 

... 5,97,23 

5,09,66 

1923 

8,61,95 

6,63,01 



^^'T924 . 

.. 8,80,86 

6,82,93 




Though this table shows a maigm on the leceipls side, if we include 
the receipts from Court Fees, Stamps and legal documents, of nearly two 
crores, we must remember that the e\pendituie given above does not include 
the rent of court houses and the pensions of judges. Moreover, a good deal 
of judicial expenditure is included under the land revenue charges, which it 
would be difficult to distinguish from administrative expenditure piopei. 
We cannot, therefore, regard the judicial department of the Government 
of India as a source of revenue, in spite of its showing a credit balance, 
though, of course the revenue from Stamps forms a considerable proportion 
of the total revenues.’’ 

As regards the Police Department, the table m the foot-note I gives an 
analysis of the items of receipts and charges of that department. 

* Apropos of the Judicial etc Expenditure of the Government of India, the Welby 
Commission remarked — 

"The Increase since 1875-76 (apart from exchange compensation) is 30 per cent. 
It is -witliout doubt a large amount, but we feel assured no one will criticise leasonable 
expenditure in improving the administration of justice We have at the outset to call 
attention to a fact which distinguishes the chapter of "law and justice ", from other 
chapters of the Indian budget The Increased grants for this service have been 
provided without Imposing any burden on the general tax-payer , for the 
receipts from the Court fees and Court charges have increased faster than the increase of 

expenditure, and the Law Courts of India are practically selfsupporting Non- 

effective service, rents and other expenses not included in that chapter, constituted the 
sole charge on the taxes, not exceeding probably a sum of Rs 5,00,000 As the Court 
fees have been increasing in faster ratio than the expenditure, it seems probable that at 
the present rate of increase the receipts will ere long ba'ance the whole expenditure on 
the service " 

t Items of Police receipts and charges 1911-12 1912-13 1913-14 1914 15 


Receipts Rs 

Municipal Cantonment and 

town funds , 54,634 

Public dept private Compa- 
nies and persons 3,89,859 

Piesidency Police .. 3,70,760 

Fees, fines etc ,. 7,44,048 

Miscellaneous .. 2,81,764 


Rs Rs, Rs 

40,995 40,325 29,239 

6,67,610 5,32,866 7,86,'60 

2,36.929 2,62,918 2,50,690 

8.03,449 8,11,531 7,32,898 

2,84,609 3,07,425 3,19,631 


Total Receipts 18,41,065 20,33.292 19,55,085 21,19,218 


PohoB charges 

1 Presidency Police 

2 Superintendence 

3 District Force 

4. Govt Ry Police 
5 Cnmmal Investigation 
Dept 

6, Village police 

7 Special 

8 Cattle Pounds . 

9 Miscellaneons . 


.. 32,72,349 

17,60,656 
4,80.25.570 
. 17,66,637 

■ 18,56.407 

. 34.40.571 

. 85,41,931 

. 3,08,969 

34,497 


31,52,481 

16,75.145 

4,91,55.704 

17,38,277 

17,94,234 

33,81.891 

85,97,989 

3,13,173 

40,762 


33,23,215 

18,24,658 

5,15.83,956 

15,87,293 

21,16,907 

32,99,471 

83,89,786 

3,06,425 

2,18,694 


34,68,067 

18,04,875 

5,39,15,479 

19,44,646 

24,71,350 

56,85,800 

86,98,648 

3,08,898 

2,39,281 


Totallndia . ' ... 6,20,99,687 6.68,46.656 7.29.50,405 7,85,37,049 


Total Gross Police Expenditure 
(India and England) 


6,90,44,655 6,98,70,000 7,29,74,850 7,85,55,120 

iConUmed on ^crge 111, 
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The present organisation of the Police in India dates from 1861, when 
a wholesale reform was effected in the organisation of the whole force 
The Commission of 1860, appointed to investigate the subject of Police 
organisation recommended the establishment of a purely civil force, entrusted 
with all the civil duties of Police, as understood in England after the Pohce 
Reform of Sir R Peel, including duties of Treasury guards and escorts. 
On the general lines indicated by the Police Act of the Government of India, ^ 
1861, the various Provincial Governments enacted their own local police j 
laws, which combined to effect considerable saving m the Indian army j 
expenditure, and which were substantially left untouched till the Police 
Reform under Lord Curzon. The Report of the Police Commission appoint- 
ed in 1902, was submitted in 1903.1 The Government of India defined their 
policy in a Resolution issued in 1905 Forthe higher grades the Commission 
recommended direct appointment, in preference to the prevailing custom 
of promotion from the lower ranks, to obtain better qualified officers above 
Head Constables The entire force was to be grouped under three divisions,' 
the first consisting of European officers recruited exclusively m England , 
the second consisting of a provincial service recruited from among the natives [ 
and residents of India , and the last the subordinate service totally recruited > 
in India The recommendations for appointments, grades, and discipline ' 
were all accepted in principle In addition to the ordinary police, the ; 
Commission advocated the institution of a special Criminal Investigation 
Department to take the place of the antiquated Thagi and Dacoity Depart- 
ment. It was meant to investigate crime and detect criminals. It has 
earned, in the course of its brief existence, the unenviable reputation for 
efficiency, purchased at the cost of endless worry to inoffensive individuals 
suspected of political opinion unacceptable in high quarters By its methods, 
no less than by its achievements, it challenges comparison with the secret 


Continued from llO'i 

The total cost of the Civil Police to the Imperial and Provincial Revenues is since 


1914-15 — 

(In thousands of ru^es) 


1915-16 

5,93,46 

1920-21 

9.35.73 

1916-17 

6,08,99 

1921-22 

10,61,44 

1917-18 

6,56,96 

1922-23 

... 10,65,12 

1918-19 

, 6,98,77 

1923-24 

10,50,38 

1919-20 

7,83,05 

1924-23 

9,49,88 


According to the latest available statistical abstract (decennial) of the Government 
of India, there were, In 1924-25, 63 Inspectors and Deputy Inspectors-General , 1,021 
Superintendents. Deputy and Assistant Superintendents . 12,999 Inspectors and Sub- 
Inspectors , 26,046 Sergeants and Head Constables , 2,240 Mounted Constables, and 
1 33,813 foot policemen, making a total of 1,96,182 men of all ranks on the civil side The 
total cost m all provinces of this Civil Police force was Rs 10,62,05,633 Of the Military 
Police there were, in the same year 30,718 men of all ranks, which cost, m addiUon, 
Rs 1,36,02,471, making an aggregate charge on account of the total Police Force of 
Ra 11,98,08,104 

* Police Reform was first undertaken in India by Sir Ch Napier while administer- 
ing Sind, and was modelled on the plan of thelrish constabulary. For the organisation 
’ Of the Police between 1861-1904, see the Imperial Gasettaer Vol IV pp 383-396 

t The recommendations of the Commission were made under 127 heads which 
pte e^jninarised above with4he utmost brevity. 



service of the Romanofifs ; and the people in India would probably be not 
much grieved if it meets with a similar fate.' For the better training of 
police officersj special schools were to be instituted in each province. The 
pay of all ranks was at the same time to be increased — a minimum wage ot ' 
Rs. 8 to be seemed to the lowest constable with increments noted below, j 
The recommendations of the Commission, though mostly concerned with the 
central force, embraced nevertheless the village Police agencies, which were 
to be improved Reforms were also suggested m procedure such as the 
mvestigation ol evidence on the spot, discontinuance of detention without 
arrest, discouragement of obtaining concessions. 

The Royal Commission on the Public Sei vices in India reporting in 
1916 made some recommendations of a minor character affecting the pay, 
pensions, and status of police officers m India. We shall discuss in the 
next section the most widely contested question of the number of Indians 
occupying the superior posts m this as m the other depaitments, We may 
here only observe that out of a total number of 1,358 posts carrying a salary 
of Rs. 200 per mensem or more m 1913, only 450 or less than one third were 
held by Indians and the proportion rapidly diminished as the salary 
was increased, being 5 per cent in posts carrying Rs 500 a montii 
or moie, and about 1 per cent in posts carrying Rs, 1,000 or more. 
The pay of the ranks can scarcely be desciibed, under the present conditions 
of famine prices, as a living wage. I And it may be doubted if even in 
1905, when the first changes were made, the increase could have been said 
to provide a decent standard of living. The low pay of the police has been 
repeatedly alleged to be a reason of inefficiency, and venality of the Indiani 
Police ; but every increase that has been sanctioned has been swallowed to 
a large extent by the superior European or Anglo-Indian establishment. 
The Commission of 1916, though urged to recommend a further increase 
all round, did not however feel justified m accepting the proposal t 

■' See the Budget speech of the late Mr G K Gokhale, 1905 In 1912 (27th 
February) moving a Resolution m the Imperial Council for the appointment of a mixed 
commission of inquiry into the operations of the Criminal Investigation Department, « 
the same moderate statesman mentioned instances of two notable Indians, by no means 
of advanced political Views, leoeivmg Unwelcome attentions from the Criminal Iniesti- 
gation Department. “There can be no doubt that the Police force, throughout the 
country, is w a most unsabsfactoiy condition, that abuses are common everywhere, that 
this involves great injury to the people and discredit to the Government,’’ wrote the 
Fraser Commission , and judging from the latest and most unimpeachable testimony, 
there is little reason to believe that, from the Indian standpoint, the police organisation 
li m any way better in 1520, except of course that the total expenditure has meanwhile 
nearly doubled. 

t The Scale of pay In the Police Depaitment is — 


Rs 

Constable ... 10 to 12 p m. 

Head Constable 15 to 20 ,, 

Sub-Inspector. 50 to 100 

Inspectors , 150 to 260 ,, 

Deputy Supifl., 25010 300 ,, 


Rb. 

Asstt Supdt 300 to 500 p. m. 

Dist Supdt . . 700 to 1,200 ,, 

Dy Inspector General 1,500 to 1,800 ,, 
Inspectoi General . 2,200 to 3,000 ,, 


t Since the above was wntten, the Police Department has been made over to the 
Provincial Goverpment where the cost of the whole department has been very considerably 
mcr^d. thanks chiefly to the increase In the scale of pay and allowapcea all round As 
usual, however, the increase has benefited theEuropesoi element in the largest proportion 
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The police force as a whole, in spite of repeated attempts at improve^ 
ments, is not yet above suspicion, both as regards the honesty of its dealings, 
and the efficiency of its service The people do not look upon the police 
as their natural protectors, and they cannot do so as long as the police pertnit 
or countenance, even if they themselves do not originate and manufacture, 
the fabrication of evidence on a scale exposed by the political trials before 
Sir Lawrence Jenkins in Bengal 

" The taint of us earliest antecedents” wrote the Government of India, "still 
affects the morals of the lower ranks, the constable has inhented the reputation 
if not the methods of the Barkandaz . . . The reconstruction of the 

Police 13 indeed, merely a step, towards the improvement of the adnnnisti-ation 
of criminal 3 ustice m India Success in that higher aim will depend not only 
on the qualifications and training of the force, but even more on the honest 
oo-operation of the people themselves m the work of reform , on the adoption 
of higher ethical standards, on the diffusion of general education, and especially 
in its primary branches, on the growth of a genmne public spirit and a sense of 
common good, and most of all perhaps on the adoption of action m the dis- 
couragement, by a more healthy and courageous public opinion, of the vicious 
practice of resorting to the machinery of criminal courts in order to gratify 
personal animosity "* 

The whole of this condemnation and aspiration may be adopted if it 
were applied to the entire police force, high or low. The unfortunate 
consciousness, growing rapidly, of the police force as a bulwark of the 
alien bureaucracy, tends to widen the gulf between the rulers and the ruled, 
and renders impossible the indispensable co operation. The only way to 
cure this radical evil is to resuscitate and utilise on a much larger 
scale the local police agency. Police expenditure, along with police 
organisation and control, ought to be transferred entirely to local self- 
governing bodies The Government of India would considerably relieve 
their Exchequer by this means without impairing the efficiency of the force, 
especially if they retain the light of supervision, and offer the temptation 
of a substantial subsidy to be distributed according to efficiency, i 

Jail Administration m India was governed by recommendations made 
by the Jail Commission of 1889, as modified by the Commission of 1919-20i 
The sources of jail receipts and expenditure are detailed in the subjoined 
table. 

Jail Receipts and Charges 

1909-10 1910-11 1911-12 1912-13 1913-14 1914-13 

Receipts. 

Sale proceeds of Jail 

manufactures ... 29,77,749 30,51,676 32,69,018 34,83,340 37,36,595 38.64.410 

Convict Receipts .. 2,63,217 3.11,939 3,33,955 3.40,938 3,89,255 3,55,807 

* Decennial slrntment of Mwal and Material progress. Quotation from Government 
Resolution • 

t Under the Reform Scheme, since come into operation, the resommendation to 
transfer the entire Rohce Department to the Local Governments is given effect to But 
in view of the new financial arrangements the prospects of the Government of India being 
able to offer substantial inducements to provincial authorities to improve their police 
organisation seem, to say the least, gloomy in the extreme. 

IS 
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2.11,338 2.03.262 1,97,342 2.26,659 2,00,836 2,27,788 

34'52.324 35,66,867 38.00,315 40,50,937 43,26,726 44,48,003 


20,96,464 21.31.550 23,37.825 22,38.875 37,52,684 2 7,74,038 

90,73,435 89,55.738 86,94,240 92,58,2061,03.73,791 1,07,80,151 

16 23.487 16,78,524 16,01,477 IS.SQ.OSS 16,12,205 17,14,226 

2 876 2,444 7,444 6,288 2,512 2,970 

1,27,96.2621,27.68,2361.24,40,9861,30.93.3271,47,41,192 1,52,91,383 
93,83,938 92,01,389 88,40,671 90,42.390 1,04,14,466 1,08,23,383* 


Miscellaneous 
Total Ks, 

Charges 

Jail Manufactures .. 

Other Charges 
Convict ,, 

Miscellaneous 
Total Rs 

Net Exp. on Jails . 

If ws consider the Jail department independently by itself, it wouldf 
appear that the expenditure is greater than the receipts of the department] 
Convicts are employed within the walls of the jails, but sometimes outside 
work 13 allowed, as for example when large gangs of convicts were employed 
In digging the Jhelum canal in the Punjab. Jail products are manufactured 
in the workshops attached to the jails. The principle governing the 
employment of prisoners and convicts requires the task to be penal and 
industrious, though often jail products are excellent specimens of Indian 
art. Though jail industries are conducted on as large a scale as the circum- 
stances would admit, care is taken to see that jail pioducts do not interfere 
or compete with the independent work of local traders. To secure this, 
jail products are largely utilised by the consuming departments of the 
Government, such as printing, tent-making, or manufacture of clothing. 


The report of the 1919 Jail Commission made many recommendations 
for the improvement in the organisation, discipline, industries) &c. of the prisons 
in India ; but lin^^al stringency is almost everywhere made the excuse 
for not giving effect to those recommendations. 


IV.— General Administration Charges 

Our second head comprises expenditure on General Administration. 
The remarks made m a previous section on public expenditure m general 
apply with special significance here. The tendency to increase, noticeable 
in connection with public expenditure generally, occurs here also, and is 
explamed on the ground of an increase in population, and more particularly, 
a change m the conception of the functions of the State. We are discussing 
separately, in the next chapter, public expenditure for purposes of “moral and 
material development we shall therefore postpone discussion of the latter 
factor. And as regatds the first mentioned ground, increase in population'' 
by itself would, at most, justify only a proportionate met ease m expenditure, 
even if we malce no allowance for the possible economies due to large scale 

* Tha total oost of maintenance, excluding that of Buildings and repairs, is, smoo 
1914-15 


{In thmsan4i, of rupees) 


1915-16 ... ' 

... Ii00,43 

1920-21 

1,53,46 

1916-17 ^ . . 

. . 1.00,49 

1921-22 

1,67,34 

1917-18 

. 97,88 

1922-23 

1,94.20 

1918-19 ... 

... 1.12.62 

1923-24 

1,68,10 

1919-20 

1,51,46 

1924‘-2S 

1,58,81 
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operations. Besides, leaving out of account for the moment the consider* 
ation of a change in the duties of the State, the test of regulating the 
expenditure by the available income must be applied here, if anywhere, in 
public finance.’' 

Under this heading of expenditure on General Administration we 
include also the cost of collecting revenues and the cost of civil adminis- 
tration. ‘ 

As regards the cost of collection, the fact must be bone in mind that 
several important items of public revenues— e.g the receipts from all the 
public services and monopolies ought to be excluded before we cau make 
any valid companson.t And a proper appreciation of the proportion that 
the cost of collection ought to bear to the total revenues could be obtained 
* The above grouping is not quite m accordance with the classification adopted in 
the Accounts of Revenue and Finance of the Government of India, which contains one 
general head called " Civil salaries and Expenses ” lumping together a number of incon- 
gruous Items We have given reasons elsewhere explaining why we cannot adopt this 
classification Under " Civil Expenditure " the Welby Commission has included — 

1 Interest charges on debt We cannot adopt this classification as the 

2 Collection of Revenue group is too heterogeneous, and the vanous items 

3 Cost of Civil Administration are really governed by different, often radically 

4 Civil Buildings and Roads different principles of public policy We oon- 

5 Miscellaneous Civil Expenditure sider the whole of the debt charges in a separate 

chapter to give the fuller treatment which the 
various kinds of the public debt of India demand Commercial services including the Post 
Office, Telegraphs, Railways, and Irrigation are much better discussed m the chapter 
dealing with developmental expenditure, as also civil buildings and roads, education, 
ecclesiastical, medical and scientific charges included in the above group Mint, pnnbng 
and stationery, too, fall, under our arrangement, under (3) developmental expenditure 
The other charges under group (6) are discussed in this chapter but under different sub- 
sections, 

t The ■^elby Commission (Majority Report) has apparently considered without dis- 
crimination the charges for collection along with other charges for general Civil Adminis- 
tration On this the Minonty Report pertinently observes " The use of the term 
‘ Net Revenue' to mean revenue less cost of collection, as is done m our colleagues’ Report, 
IS open to serious objection Net revenue properly means all money taken from, the 
tax-payer and acquired by the Government in commercial undertakings, or received in the 
way of interest On investments, after deducting the amount actually returned to the tax- 
payers, e g . draw-backs or refunds, the working expenses and interest on capital involved 
in the commercial enterprises of the Government, and cei tain cognate sets-off under the 
head of interest on money tempoianly borrowed The cost of collecting the revenue 
includes a large part of the salaries of Government officers, and such expenditure should 
not be withdrawn from a general purview of an increase in expenditure 
Obviously such additional cost of collection, if treated as a set ofi to revenue raised, conceals 
the true rate of increase in the revenue and would bring about an actual understate- 

ment of the increase m the revenue during a given period 

There are other serious objections to deducting the so-called cost of collecting the 
revenue in crder to ascertain the so called net revenue (I) The allocation of charges 
between the cost of collecting the revenue and Civil Administration has varied from 
time to time (2) The amounts charged to collection of Revenue are not regarded as correct 
by some authorities (3) 1 hese charges do not include the furlough and the non-effective 
charges of the revenue service They are therefore incomplete in themselves and do not 
represent accurately what they profess to be ” (para 42) 

They also point out the error underlying the Majority remarks that Opium Revenue 
13 ofdinary revenue, whereas in fact it is a modopoly profit • 

The late Mr Gokhale insisted again and again on a reform of the agcount system 
which would show the net revenue of commercial undertakings of the Government of India, 
which would exclude the accounts of local funds and similar other changes Some changes 
were made in the accounts in accordance with his suggestions See his speech on th? 
pudget m the Imperial Council and the Financial statement of 1906-07, 



only if we make a due allowance for the various kinds of taxes and the 
different principles on which each is based. It would perhaps be better if 
we postpone this discussion to the chapter relating to the tax revenues. 
Here we must call attention to the following facts — 

(a) The table appended herewith shows the growth m the cost of 
collection of revenues and its percentage to the total revenues. 

This table shows the cost of col- , 
lection to be averaging over 12% of j 
the total tax revenues in recent 
years. In the figures selected we 
have included the Land revenue, but 
excluded Opium and Forests Reve- 
nue, as these can scarcely be called 
tax revenues proper. As against 
this, the propoition of the cost 
of collection of Customs, Excise, 
Income tax and other direct 
taxes in the United Kingdom 
IS relatively insignificant, being 
less than 3% on an average. This 
relatively high cost of collection 
has been explained on the ground, 
partly, of the large size of the 
country over which the revenue 
has to be collected. Besides, 
items like the land revenue are 
collected in small amounts from 
a very large number of tax- 
payers, which makes the cost of 
collection relatively high. But even 
after making all due allowances, the 
fact remains that the tax-collecting |) 
machinery of the Government of India is relatively much more costly than J 
in England. 

We have pomted out already m a previous foot-note the difference of 
opinion arising in the Welby Commission on this question of grouping the 
figures representing the actual cost of collection. Leaving aside the 
question of Opium revenue, which has now become of second rate 
importance, we may notice here that the majority of the Welby Commission 
would exclude, as we have done, the revenue and expenditure in connec- 
tion with, the forests department. Registration fees and the cost of 
collecting them have been mcluded by us, while the Tributes from the Native 
States, which cost very little to collect, have been excluded. The greatest 
difficulty, however, m this connection is the impossibility of ascertaining the 
total charges in each case, so long as the pensions a^d otb^p non-effectivq 


3 , 235,714 

3 , 659,800 

3 , 990,005 


31 , 770.769 10 - 4 % 
36 , 296,698 10 ,, 
41 , 568,041 9 5 „ 


1890-91 4 . 82 , 53,500 48 , 80 , 26.290 10 


1916-17 5 , 435,454 54 , 864,241 10 


1921 - 22 16 , 96 , 11,395 1 , 25 , 13 , 48,997 13 5 % 

1922 - 23 16 , 87 , 00,590 1 , 32 , 79 , 00,333 12 7 „ 

1923 - 24 16 , 11,57 022 1 , 35 , 87 , 25,056 11 9 „ 

UNITED KINGDOM 

Cost of _ 

Total Tax Customs & 

rear, BevemlP Tnlan.1 Watro uf 


1890-91 73 , 577,000 2 , 643,447 

1900-01 109 , 562,000 2 , 834,000 

1911-12 174 . 642,000 3 , 919,000 

1913-14 146 , 700,000 4 , 200,000 
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charges of each department are separately paid. There is, thus, room even 
now for a difference of opinion almost on the same lines that divided the 
Welby Commission. It would add to the clearness of financial exposition 
if the total charges in connection with each revenue collecting department 
were placed under that department.* 

As regards expenditure on General Admmistration, the Item so de- 
scribed in the accounts of the Government of India includes - 


1914-15 

1 Salaries of Viceroys, Governors 

Lieut Governors, Chief Com- Rs, 
misstoners , . 13,26,498 

2, Their staff and household 

charges , . 20.38.814 

3, Durbar Fund (abolished as a 

separate Item since 1912) 

/4 Executive Councils 14,02,732 

/ 5 l-egislative _ . 4,10,003 

6. Military Secretanat (Govt of 

India ) . 4,01,682 

7 Civil and Public works Secre- 
tanat t , 79.86 892 

8. Tour charges , . . 7,21,098 

9. Revenue Bd and Financial 

Commissioners.. ... 12,74,670 

10. Commissioners ... 29,09,654 

11. Inspectors General . 1,26,126 

12. Land Records Director ... 49,579 


* The following table shows the various 
revenue head for 1914-13 


It will be observed from the table 
given in the margin that the “ Gene- 
ral Administration ” account con- ' 
tains a number of items which, ' 
under our classification, ought to 
have been grouped separately. We 
may regard the General Adminis- 
tration charges as synonymous 
with the total civil salaries and 
expenses in order to make our dis- 
cussion more mtelhgible Under 
that interpretation this account 
shows an inevitable tendency to 
constant growth, due chiefly to (l) 
Items of the cost of collection under each 


Land Revenue Expen- 
diture 


Rs 

Crores. 


District Adm charges .. 2 64 

Survey & settlement . 79 

Directorate 06 

District charges , . 1‘42 

Govt Estates , 11 

Collection Commission . 24 

District and Village officers 

allowances . . 39 

Other Charges . 0 19 


Total . 5 87 


Salt Expenditure Rs 

Crores 

Establishment , 37 

Manufacture and 
Excavation ., 05 

Purchase & Freight .. 10 

Total ... 53 


Excise, Provincial Rates, Customs and Assessed Taxes charges consist of a single 
item, charges for collection A good portion of the charges under the I.and Revenue is 
really of a jwdicial character 


fDetails 

Legislative Department 
Finance , 

Military Finance „ 

Education , 

Foreign & Political . 

Rev & Agncul. , 

Com Indus , 

Translator 
Public Works 
Record , 


£ 

246,558 

416,842 

161.157 

353.342 

zn,2Gi 

756,686 

240.306 

409,951 

7,407 

370,133 

67,398 


The Inchcape Commission of 1922-23 
give the following items, under this head- 
ing, 1922-23 

Governor-General & Staff Rs. 

Executive Council ,, 

Legislative Bodies ,, 

Secretariat » ,, 

Attached offices , , 

Miscellaneous *■ , , 

Expenditure in England , , 


Total „ 1,98,57,0001 


12,82,800 

5,33,000/ 

8,50,000 

70,31,400 

11,34,800 

30.76.000 

70.37.000 



13 Civil Accountant office 
Paper Currency office 
15. Presidency Bank AUowance, 

16 Local Fund office 

17 Reserve Treasuries 

18 Administration chaiges 

England * £ 


-16,41,372 

8,19,959 

3,82,870 

71,492 

33,279 

4,07,990 


the accession of territory, (2) the 
inciease of population, and (3) the 
multiplication of departments. 
Among the chief terutorial addi- 
tions to the Indian Empire may, 


Total 20,48,238 3,07,23,570 be mentioned Burma m 1886-7, and 

the N. W. Frontier Piovince in 1900 01. t The data with regaid to the 
population before the Mutiny aie very imperfect, but the following table 
gives a view of civil expenditure and population from 1871. i 


Year 

Population Br 
India 

Civil Adm 
Expenditure 

While population increased 
between 

Civil expen- 
diture 


£ 

Rs 


increased, § 

1871 

, 185,168,435 

14,318,943 

1871-1881 by 7% 

by 5% 

1881 

198,882,817 

15,083.036 

1881-1891 „ 11% 

,, 25% 

1891 

,. 222,240,836 

18,900.464 

1891-1900 „ 5% 

„ U% 

1901 

231,695,940 

20,72.22.720 



1911 

.. 244,605,940 

32.07,74,835 

1901-1911 5’3% 

„ 30% 

1921 

. 247,003,393 

46,03,23,000 

1911-1921 „ 1% 

„ 43% 


* Details —Secretary of State 148,090 , Under-Seoietary Council &c Home Estab- 
lishments Salaries &c 59,452, Allowance to Bank of England 60,944, Charges on 
Induslnal Account 6,412 , Stores 133,092 


t Burma and the Noith Western P'rontiei Province — Two consideiable additions of 
recent years proved financially a loss to the Indian E\chequei as shown by the following 
figures for a consideiable period 

Total Net Cost of Upper Burma Noith-West Frontier Piovince 

Year Rs Yeai. Revenue Expenditure, Deficit, 

1885- 6 . 63,10.000 1901-02 1,829,547 3,162,022 

1886- 7 2,06.87,000 1902-03 4,159,357 7,620,0.6 

1887- 8 2,61,83,000 1903-04 . 4,235,806 8,179,664 

1888- 9 1,68,28.000 1904 05 4,273,815 8,421,059 

1889 90 1,33,10,000 1905-06 4,243,607 8,958,028 

1890- 1 .. 1,08,53,000 1906 07 .. 4,513,119 8.187,412 

1891- 2 1,36,11,000 1907-08 4,664,988 8,326,610 

1892- 3 ... 1,17,61,000 1908-09 . 4,626,673 9,475.476 

1893 4 ... 1,08,28,460 1909-10 4,792,763 943 613 

1894-5 . 75,98,750 1910 11 . 4,657,428 10,213,529 

1895 6 . 78,25,000 1911-12 . 4,614,420 10,386,177 

1912 13 5,116,183 11,803,876 

14.57,95,210 1913-14 . 5,089,797 12,577,296 

in all years of which Rs 8,65,56,500 1914-15 .. 5,154,912 12,696,201 

were due to Military Expenditure in 

the new province Total 62.072,415 1 29,442,289 5,34,30,100 

or a total loss in 15 years of Rs 5 34 mores 
f Figures for expenditure upto 1891 are m sterling equivalent to tens of rupees , 
and for purposes of comparison we have taken the figures for 1901 at the new rate of 
/■f Rs 13 In 1871, the heads included aie somewhat misleading, as the classification at that 
data does not permit a more precise grouping. The cost of collecting revenue is omitted , 
as also all interest charges, from the view of civil expenditure, though m a proper view 
the whole of the former and a good proportion of the latter ought to be included It may 
also be observed that while the expenses included in the above table are mostly ciepartmental 
aalanes and expenses, the corresponding groups in the English Budget include a number of 
items of national development. 


§ During the war and after, departments and posts have been multiplied with 
recklesapess and mdiffexence, On the financial side, therelore, the Reforms will prove 
a curse to Indlauf the representatives of the people relax one jot of their vigilance or 
abate one iota of their criticism It would be deplorable If the new Indian Ministers 
prove too ignorant .or incompetent to check and control their highly .paid European 
subordinates The latter have now no incentive to economy, or even to care-fulness, as 
not even th^respnt de corps is to be affected. Nothing has happened in the internal 
between the first and the second editions of this work to modify the apprehension voiced 
inthmnote On the contrary, the history of Provincial Finance m the six years since the 
Montfotd Reforms makes a most gloomy record. 
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As regards the General Administration, oflScially so described m the, 
Financial Statements of the Government of India, we may notice here the 
cost of the Governor-General alone. In the budget ef~ 1926-27 the total 
cost of this officer is laid down at Rs. 13_'37 lakhs, of which 9’9 lakhs was 
voteable by the Assembly and 3 47 lakhs was non-voteable. This is not all' 
the cost of the Viceroy to India For there is, besides, the cost of the band 
and of the bodyguard which are charged to the military budget In the' 
aggregate the Viceroy costs India some 12 lakhs of rupees per annum, with- 
out reckoning the liability for leave during the term of office, passage charges, 
and initial allowance. In comparison the salary of the Prime Minister of 
the United Kingdom is only /‘d. fifl O per annum, which, after paying rates 
and ta^, leaves him less than ;^'3,500 or about 50,000 rupees, that of the* 
President of the United States of America is $75,000 per annum, plus a.' 
travelling supplement in lump sum of $15,000 or about lakhs of rupees all -1 
told . that of the French President ;^8,000 per annum, including allowances, 
and reckoning the French frank at par of exchange Is the Viceroy more 
important, or has he any greater responsibility than any of these dignitaries ’ 
We can find no justification foi these extravagant pay and allowances 

Under this heading of General Administration may also be included 
charges of the India Office On the analogy of the charges of the Colonial 
Office, as well as on the grounds of political justice, Indian public opmwn 
had consistently objected to those charges being included in the Indian 
Budget. In themselves the total charges of the India Office are insignificant; 
but we may here point out an objection based on principles of public finance. 

I Such charges, being outside the jurisdiction of the Government of the country 
on whose account they are incurred, are incapable of being controlled by that 
Government.^ And when, as happens in this case, the distant spending 
body is constitutionally a superior authority to the supreme governing 
authority within the country, the possibility of control becomes still more 
remote. Even if the entire expenditure of India were theoretically placed 
under the control of the representatives of the Indian people, this item 
of India Office charges would frustrate the efforts of the Indian repre- 
sentatives to control them The only effective as well as logical solution 
IS to place the India Office expenditure on the British estimates, and the 
suggestion has m principle been adopted by the Montague- Chelmsford proposals 
for constitutional reforms in India,* Though the latest Government of 
India Act, 1920, affords this relief, the creation of the High Commissioner's 
Office has more than set off the relief thus obtained. 

V.— Cost of the Public Service In India 
As under this general heading we propose to review the civil administra* 
live expenditure in general, it would not be out of place to say a few words 

* See para. 294 of the Report on Indian Constitutional Reforms'(1918). But India 
has. to bear the cost of the newly created High Commissioner, the Trade Cipmmissioner, 
6,hd such of the older items as ate not included in the British budget Under agreement 
with the Imperial British 'Treasury, the political expenditure of the India Office, at first 
fixed at 2136,000 for 1920-1925, but since reduced to 2113,500, was charged on the British 
revenues. 





as regards the Civil Service of India. It would be impossible to give a histori- 
cal slcetch, however brief, of the evolution of the system of public service 
in India under the British rule Suffice it here to say that it is the direct 
descendant of the Covenanted Service organised by Lord Cornwallis for the 
East India Company in 1793, and systematised by the Indian Civil Service 
Act of 1861. Appointments in this service, enjoying a practical, if not a 
legally secured, monopoly of all the superior, administrative, executive and 
judicial posts, were originally made by selection or patronage of the 
Directors of the East India Company. But since 1854 the competitivej 
principle has been accepted for making first appointments, and at the' 
present time by far the largest proportion of the service is thus recruited on 
the test of a competitive public examination of a prescribed standard ’ The 
principle of selection by examination, once accepted in the premier service, 
was soon extended to other departments which require specialised training 
and which are outside the purview of the Indian Civil Service ; and they are 
now manned by officers, the superior ranks of whom are composed of men 
selected after a public competitive test.t Since the Report of the Public 
Service Commissioner of 1887 presided over by Sir Ch, Aitchison, the 
Public Service of India in almost every department was organised into 3 
divisions (l) the Imperial branch, consisting of men holding all the 
highest posts and recruited after a competitive examination commonly held 
m England , (2) the Provincial branch, consisting of men holding appoint- 
ments specially reserved for that purpose under the authority of the Act 

* The orgaoiaation of the Indian Civil Service is governed by the Act of 1861 and 
1870, and the orders of the Government of India passed on the recorometidations of the 
Aitchison Commission The whole subject was again reviewed by a Royal Commission 
which reported in 1916, on which orders were passed by 1921 But the entire organisa- 
tion was reviewed dc novo In 1923-24, by the Lee Commission which recommended further 
substantial improvements The act of 1915 may also be mentioned, as it gave powers to 
the Secretary of State to dispense with the examination test iii certain specified tiroum- 
stanoes 

The C S. R define, among othei things, the conditions of pay, allowances, leave, 
pensions. Sac , of the public servants 

t The specific competitive public examination is observed, or dispensed with, in the 
following departments. 

Departments with an examination Departments without an examination test 

1 Finance Department 1 Agriculture 10 Bengal Pilot Service 

2. Forest ,, 2 Civil Vet 11 Post Office 

3. Indian Civil Service 3. Ednoatlon 12 P W D 

4. Indian Medical Service 4, Factory and Boiler 13. Railway Dept. 

5 Police Inspection Dept 14 Registration Dept. 

§. Customs Department 3 Military Finance Dept. 15 Northern Indian Salt 

6, Geological Survey Dept Dept 

7, Land Records Dept 16 Salt & Excise Dept, 

8 Mines Dept 17 Survey of India Dept 

9, Mint & Assay Dept 18 Madras Survey Dept. 

Apparently thate arB only 3 Departments with a specific examination test for recruit- 
ment of the staffs 'They are, however, the most important, accounting collectively for the 
largest number of superior posts 79 pet cent of the total Besides, in other departments 
like Agrisultural. or Civil Vet, Dept, or P. W. D, when a specific teat of public arammation 
as a sondition precedent to appointment is not insisted on, educational qualifications are 
nevertheless prescribed and required before appointments can be made In a few depart- 
ments, the nature of the service renders an examination test impracticable, 
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of 1 870, and appointed by Local Governments under rules made for the 
purpose , and ( 3 ) the Subordinate branch consisting of low-paid appointments 
chiefly of clerical or lower ministerial grades. The later commissions 
have introduced a new distinction between the European or Non Indian \ 
domiciled public servant, who gets overseas allowance, special exchange I 
rates, passage allowance, and an Indian domiciled public servant who gets < 
none of these advantages. 


The one most commonly heard complaint agamst this system of public 
Service is that in the superior branches of the service Indians find a very 
small share. The following figures show the proportion of Indians (mcludmg 
, me Statutory Natives of India) to Europeans and Anglo-Indians in the Public 
Service on April, 1913.“ 


Total number of posts with Rs. 200 p m. or over 11,064 
Of these English and Anglo-Indians held 6,491 or 52% 


,, Indians held 
posts carrying Rs 200-300 

English held 

12% 

4,573 or 48% 
Indians held 64% A. I 

held 24% 


300-400 


19% 

„ ,, 62% ,, 

19% 


„ 400-500 

■1 1. 

36% 

.. ■. 49% „ 

1. 15% 


„ 500-600 


58% 

,1 >1 31% ,, 

11% 


600-700 

It .1 

54% 

.. .. 36% 

.. 10% 


„ 700-800 


78% 

.. 14% 

„ 8%, 


„ 800-900 


73% 

.. M 21% „ 

6% 


„ 900-1000 

■I 

92% 

.. 4% „ 

.. 4%) 


The overwhelmingly 

large proportion 

of non-Indians in 

the most 


considerable and profitable posts m all departments of the public service 
of the country has provoked energetic protests from Indian public opinion 

* The terms. Imperial, Provincial and Subordinate, have no reference to adminis- 
trative position, but only to difierences in ranks and emoluments. 

Posts on and under 1,000, Europeans and Anglo Indians held 52% 

Posts on and under 1,000, Indians held , . 48% 


Posts on 1,000 

r over, Europeans and Anglo Indians held 

92% 


Posts on 1.000 0 

over, Indians held 




8% 


The total pay of posts held by Europeans 

... 

Rs, 45,68,985 average pay 

933 

II 1 

„ Anglo-Indians 


6,20,591 

l> » 

390 

It 1 

,. Indians 



., 16,95,730 

M M 

371 

Of 414 posts of Rs 1.000-1,200 English held 

339, Ang -Ind —24, Indians 51 


.. 264 „ 

„ 1,200-1.400 


295 

s. 28 

, 41 


Ill 

„ 1,600-1,800 


97 

.1 4 

.. 10 


„ 183 ., 

„ 1,800-2,000 


173 

I. 1 

.. 99 


.. 230 . „ 

,. 2.000-2.500 


219 

1. 4 

77 


.. 13 „ 

., 2,500-3.000 


131 


., 98 


„ 33 „ 

„ 3,000-3,500 


32 




.. 25 .. 

„ 3,500-4,000 


25 

II 



39 . 

,, 4,000 & more 


39 

• I 



In 1887 Posts on less than 1,000 p, m 

English and Anlo-Indians hac 

62% 


In 1887 Posts 0 

n more than 1,000 p n 

1. English and Anglo-Indians had 98%Ind 2% 

In 1897 Posts 0 

n under „ 

„ 

„ 


58% 

42% 

In 1897 Posts 0 

a over „ 




'95% 

5% 

In 1913 Posts 0 

1 under ,, 

„ 


„ 

57% 

43% 

In 1913 Posts on over „ 

I, 

II 


93% 

7% 


16 



ever since the latter has had an orgamsation m the national Congress. The 
wastage and un-economy of manning the public service by aliens were 
reabsed by leaders of political thought and national consciousness 
like Mr. Naoroji or Mr Gokhale, and expressed on more than one occasion 
in the concrete terms of £ s. d. Their protests took the constructive 
shape of a suggestion for simultaneous examination, which was accepted 
in principle by the Parliament in 1893 , but no definite steps were taken, 
and the resolution remained a dead letter. Twenty-five years later, the 
Montagu- Chelnasford proposals for constitutional reforms in India 
declared that the success of the new policy of progressive Self-Govern- 
ment in India “ must very largely depend on the extent to which it is 
found possible to introduce Indians into every branch of the Administration.” 
As a consequence, a certain rate of accelerating Indianisation of the Public 
Services was accepted by the Government, which, however, did not prove 
satisfactory to the new Assembly : and the latter resolved “that enquiries 
should, without delay, be inaugurated as to the measures possible to give further 
effect to the increased recruitment of Indians for all India services ” 

The Scales on which Indians were recruited for the All-India 
Services at the time the Lee Commission reported 

INDIAN CIVIL SERVICE 
per cant, rising by li per cent, annually up to 48 per cent. 

INDIAN POLICE SERVICE 

33 per cent, in provinces other than North-West Frontier Province, 
and Burma. For North-West Frontier Provmce proportion is restricted 
to 10 per cent, and for Burma to 22 per cent., of which at least 15 should 
be Burmans. 


INDIAN FOREST SERVICE 

The percentage of direct recruitment of Indians has been fixed at 40 
for India, and 25 for Burma, for a period of five years from 1921. This 
includes Indians recruited both in England and India In addition 
recruitment by promotion from the Provincial to the Imperial service 
has been fixed at 12’5 per cent, of the posts in the Imperial Service. 

INDIAN AGRICULTURAL SERVICE 
Composition of the Service to be worked up to 50 per cent. Indian 
by appointment of Indians, as qualified candidates become available. No 
defimte scale of annual recruitment has been laid down. 

^ INDIAN VETERINARY SERVICE 
Comiposition of the Service to be worked up to 50 per cent. Indian 
by appointment of Indians, subject to their attaining the requisite standard 
of efficiency. No definite scale of annual recruitment has been laid down, 
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INDIAN EDUCATIONAL SERVICE ■ MEN’S BRANCH 

The general rule is that m regulating annual direct recruitment 50 per 
cent, should be Indians, until 50 per cent, of the composition of the Service 
IS Indian. Indians transferred m posts transferred from the Provincial to the 
Imperial Service are not mcluded in this 50 par cent. No definite percent- 
age has been laid down for Burma. 

WOMEN’S BRANCH 

No definite percentage has been fixed. 

INDIAN SERVICE OF ENGINEERS 

50 per cent, recrmted in England, and 50 per cent, in India. Of the 
50 per cent recruited in England 10 per cent, must be Indians. For 
Burma the percentage recruited m England is 67 instead of 50. 

INDIAN MEDICAL SERVICE 

The recruitment ratio fixed m 1915 was 2 Europeans to 1 Indian, 
Proposals to increase the ratio of Indians are at present under discussion. 

The Lee Commission recommended an acceleration, which, m 15 years, 
would make the entire cadre of the Indian Civil Service consist of Europeans 
and Indians in equal proportion with like changes in other services. 

As if to counterbalance the concessions to Indianisation so far made, 
they have curtailed very materially the rate of fresh recruitment for the 
superior services. As Sur R Craddock observes, in his minute to the Report 
of the Lee Commission, “ Upto the war, the number of Indians who entered 
the Indian Civil Service through the open competition in London averaged 
a year out of an average number of about 53 vacancies, or under 7 per 
cent. The war completely disturbed all previous recruiting arrangements, 
and when, under the Montagu- Chelmsford scheme, the ratio of Indian re- 
cruitment was fixed at 33 p. c using by per cent, a year to 48 per cent. 

there were large arrears to be made up, and the numbers recruited 

each year have been in no settled ratio, as the following figuies will show. 

Year British Indiana. Total, 

1915 11 3 14 

1916 . 4 5 9 

1917 2 4 6 

1918 .... . 9 9 

1919 . . 62 39 101 

1920 44 6 SO 

1921 . . ... 30 25 ^ 55 

1922 ... 9 24 ^33 

5.923 ,.. .. 21 15 36 

6Q 64 134 



The salaries and allowances of the public services were very consider- 
ably increased in the decade 1914-24, with further advantages in the shape 
of more liberal pension rules, leave lules, and passage allowance. An idea 
of the increased cost of the public service in India may be had from the 
following summary given by the Indian Retrenchment Committee of 
1922-23-- 

“The total staff paid from Central Revenues, excluding staff employed 
Railways, has increased from 474,966 in 1913-14 to 520,762 in 1922-23, an 
increase of 9 9 per cent, made up as follows — 


Military Services 

Numbers employed 


Total Pay & Allowances. 


1913-14 

1922-23 

Per cent 

increase 

1913-14 1922-23. 

(000 omitted) 

Rs 

per cent, 
increase. 

Army 

Royal Air Force 

'301,502 

306,750 

3,143 

1.7 

12,94,07 

25,49,19 

57,04 

97 0 

Military Works 

2,427 

3,304 

36 2 

38,05 

66,39 

74 5 

Royal Indian Marine 

2,138 

2,320 

85 

13.42 

27,10 

101 9 

Total 

Civil Service. 

306,067 

315,517 

3 1 

13,45,54 

26,99,72 

100 2 

Officers 

Clerical Establish- 

2,944 

3,414 

16 3 

1,76,61 

2,75,49 

56.2 

ment . 

Industrial, Technical 

48,740 

71,098 

45 8 

2,36,06 

5,62,69 

138 3 

•So 

64,672 

71,924 

112 

2,03,39 

4,18,59 

105.7 

Memals 

52,543 

58,809 

H 9 

58,98 

1,18,47 

100 9 

Total 

168,899 

205,245 

21 3 

6.75,14 

13,75,24 

103 7 

Grand Total ... 

474,966 

520,762 

99 

20,20,68 

40,74,96 

101 3 


The following further analysis of this expenditure, separating pay 
proper from allowances, for the Civil as well as the Military Services, given 
by the same authority, cannot fail to be interesting . — 


Military Services 

(000 omitted) 


Civil Services 


Pay Pioper 
Special Pay or Duty 
, Allo-wance 
Compensatory or 
loc allow 
House-rent 
Travelling Allow .. 
Other Allowances . 
Total 


1913 14. 1922-23 

12,13,75 23,67,91 

84,63 1,19,29 

1.44 1,40 

8 1,76 

30,59 _ 70,01 

15,05 ' 1,39,35 

13,45,54 26,99.72 


Increase 1913-14 
31,54,16 5,85,37 

34.66 4,22 

4 13.51 

1,68 5.42 

39.42 35.09 

1,42.30 31,51 

13,54,18 6,75,14 


1922-23 Increase. 

11,97,60 6,12,23 

16.2^ 12,03 

29,93 16,42 

14,98 9,56 

69,97 34,87 

46,49 14.97 

13,75,24 7,00,09 


Andas^ifthesemcrementsandadvantages were not enough, the Lee 
Comnussion made recommendations for further improvements all round 
which may be exampled by the following. 



(The Pay is tn rupees per mensem) 
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The total cost of their recommendations being given effect to has 
been worked out by the Lee Commission themselves as follows 

Estimate of the Cost of the Recommendations in the Report '''i 


Note —All the following calculations are based on exchange at ICrf the rupee. With 
a higher exchange, the cSst will dimmish 

Immedtate Increased Cost (Ftrst Year of IntroduoUon ) 


18 6 lalchs 
12 7 „ 


I C S 
IPS 

IMS (Civil) 
I E S (Men) 
I.F S ... 

I SE 
IAS 
I VS 


57 1 lakhs 

Other sei vices (appioximately) 
13 0 to 15 0 laths 
Total (appioximately) 

70 1 to 72 1 „ 


ICS officers 
holding high 


The total cost may increase 
sHghtly in the next few years, 
as it 13 based on piesent strength, 
and owing to almost complete 
cessation of leorintment of 
Europeans during the years of 
the war, theie is now a short- 
age of officeis in the sixth to 
ninth years of seivice, as well 
as an excess in the first four 
years of service The latter 
get no immediate benefit from 
our proposals, but will begin 
to do so shoi tly The excess 
will, however, be soon counter- 
balanced by savings following 
from letiremeiit of European 
officers and their replacement 
by Indians 

This amount will increase by 1'2 
lakhs eveiy year till it leaohes 
Its maximum, which may pro- 
visionally be put at about 19 
lakhs 

This amount will similarly in- 
crease by 18 lakhs every year 
till it reaches its maximum of 
about 2i lakhs. 


* Note — "(1) It IS not possible to estimate the ultimate cost resulting from the 
recommendations as regards pay and remittance concessions, as it depends on two variable 
factors (») the number of Europeans that will be employed m seivice in those depart- 
ments where the recruitment is proposed to be left to the Local Governments, and (w) the 
rates of pay that may be fixed by Local Governments for them The extia cost of our 
recommendations is, however, bound to be partly counterbalanced by savings m overseas 
pay, resulting from the replacement of Europeans by Indians. It has been roughly esti- 
mated that the ultimata cost of Indian Civil Service and the Indian Police Service (when 
the cadres consist half of Europeans and half of Indians) will compare with the present cost 
(including cost of concessions recommended) as follows — . 

Present Ultimate, 

(Including cost of concessions lecommended) 

Indian Civil Service 328 lakhs 287 lakhs 

Indian Police Service .. iQO „ 94 „ 

(2) The cost of the increase in pensions of tincovenanted Services will similarly fall 
as the decreasing nhmber of Europeans in the Service comes to be reflected in the number 
of retirements, /eeing that pensions drawn m England are paid at a favourable rate of Is, 9d. 
the rupee ” 

The estimated cost of the total expenditure on the Royal Commission including the 
post of pnnting is Es, 4,70,000 ’ 



The actual cost may be higher 
m the immediate future owing 
to the fact that a larger num- 
ber of officers than the normal 
may avail themselves of 'the 
concession, but any increase in 
cost immediately will be counter- 
balanced by a consequential 
reduction m later years The 
cost will, moreover, go on 
decreasing proportionately with 
the decrease in the number of 
European officers 

The total annual cost of all con- 
cessions recommended will 
gradually nse until it reaches 
about IJ crores It will subse- 
quently fall, as Indianisation 
makes itself felt 

VI.— Criticism and Suggestions 

In spite of these changes, the public service of the country is still 
very largely in non-Indian hands. The exclusion of Indians from the service 
of their own country may have an histoncjil explanation. It can have 
no political or economic justification 

At the present time the case for greater employment of Indians m the 
Indian Public Service is not only supported by political expediency, but by 
economic necessity as well For with the progress of education, and the 
growing assimilation of European political institutions, old explanations no 
longer hold valid. 

Whenever a European takes the place of an Indian in the public 
service without the clearest necessity being proved, he does not merely displace 
an Indian, but he causes an economic loss to the country. The European 
Requires a proportionately higher salary than the Indian, and all the possible 
Saving from that high salary will be taken away from this country when the 
European retires to his own This deprives the Indian industries 
to that extent of the necessary capital All the amounts paid to a European 
public servant of India by way of pension after his retirement are, also, 
a dead loss to the country.’; As was repeatedly urged by the spokesmen of 
the Indian public opinion before the Welby Commission, the significance 
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other (minor) c 


Total (First Year) 

96 5 to 98 5 lakhs 

It has not been possible to 
evaluate these with any ap- 
proach to precision 


*“ The points of view," says Mr Justice Abdur Rahim in his dissenting minute 
to the Report of the (Islington) Public Services Commission, " from which the majority 
of the Commissioners and myself have approached the question of employment of 
Indians are substantially difierent The question they have asked themselves iS what are the 
means for extending the employment of Indians (See paragraphs 35,')36) But the proper 
stand-point, which alone, in my opinion, furmsnes a satisfactory basis tOxWOrk upon, is 
that the importation of officials from Europe should be limited to Cases of dear necessity; 
and the question, therefore, to be asked is m which services and to what extent should 
appointments be made from England " 



of the loss to India is not to be measured merely by the amount actually 
paid m pensions or salaries, but by the disadvantage caused to Indian 
industrial prosperity for want of’such surplus capital. Small in itself, the 
amount of remittances by active public seivants, and of pensions to the 
retired ones, going to England adds to the wealth of that country at the 
' expense of this, and permits that surplus English wealth to return foi re- 
investment in India, thereby perpetuating the economic slavery of India. 
It IS a common misapprehension in the minds of the Anglo-Indian critics of 
Indian public opinion to interpret the above sentiment as being hostile to the 
investment of foreign capital m India. Such investments aie unavoidable, 
and must, m fact, be attracted so long as the undeveloped Indian industries 
need them What the Indian public opinion objects to is not the mvest- 
meht of foreign capital as such , nor even so much the tribute levied by 
the capitalist, though that is of a sufficiently crushing character to call forth 
protest. The objection IS directed really towards the exclusion of Indians 
from posts of directors and managers in industries financed by foreign.capital. 
Under the present arrangements, moreover, such mdustnes are by no means 
certam of being operated m the national Indian interest And above all, 
the treatment of labour engaged in such industries, as shown by more than 
one historic dispute between the tea-planters and their coolies m Assam, is 
a disgiace to any civilised country. s/We suffered silently or ineffectually 
because the governing class had the mystic sympathy of the race with the 
planters, and no such sympathy with their labourers. The parallel of Japan 
and the U. S A , borrowing foreign capital to develop local industries, does 
not hold ; for while m Japan and in America the capitalist cannot accept 
anything beyond the legitimate economic return to capital, which must be 
employed under the control of the State by the citizens of that State m 
the national interest, m India the foreign capitalist is considered m the 
light of a philanthropist, whom it would not do to displease, on whom, 
therefore, the State control is shadowy, and to whom is left unquestioned 
the supreme control and management of the industries. ^ 

While the old causes which necessitated the employment of Europeans 
have weakened or disappeared, new forces have developed making it eminently 
injudicious to employ Europeans, ^y.They have no knowledge of the habits 
and sentiments, of the language and^Uterature, of the religion and philosophy, 
of the people they are set to govern ,t while an Indian— particularly an 

.* ♦On this point see the cross-examination of Mr. G K. Gokhale before the Welby 
Commission, particularly by Sir J. Peile 

t Attempts are made by Government to remedy the defect of a want of knowledge 
of thwlocal language in their superior ofSoars, by offering tempting prices to them for 
acquiring a knowledge of Indian languages The degree qf proficiency attained is by 
no means in proportion to the aiiio'unT of prwes offered, which range from Rs. 500 
to 5.000 for each language mastered As a rule, the European's command of an Indian 
language would make an Indian fourth form boy blush for shame, if he could not show 
a better extent of racqualntance with the English language and literature Besides, the 
knowledge of the oMcial is transitory, the knowledge of the Indian student permanent. 
The former m content with a few words to talk-to his subordinates, the latter is a type 
which frequently develops into a Sarendra Nath ilganerji, a Ravmdranath Tagore, or a 
Sarolini Niddu. 
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educated Indian — has an instinctive superiority over a European in all 
these respects. The want of_sympa^y in t he Indian adrBJfljsJxatiaD, noticed 
and complained of by even the King Emperor himself, is all the more 
accentuated hy the growth in recent years of a keen sentiment of Indian 
nationalism. At one time the European official was supposed, not without 
reason, to be an impartial judge between the conflicting claims of Hindus 
and Moslems. . But the new nationalism has weakened the old racial animo- 
sity in India. Though communal antagonism is not yet extmct, the percep- 
tion of a common political servitude IS fast reconciling the Hindu to the 
Moslem, and their co operation and mutual sympathy is being assured by 
this greatest of all bonds. The English official has lost his old claim to 
impartiality. He is becoming a party m a racial struggle, a representative 
of a greedy minority with vested interests, all the more resentful of 
any attack on his privileges, because he cannot help believing they are 
unjust., And, finally, the class of Englishmen which now furnishes the 
bulk of the Indian public sen-ants is a class of failures The obvious 
disadvantages of service m India would not tempt men from England so long 
as they have any chance of reasonable employment at Home, or m the 
colonies with their kindred. Mi. Lloyd George and men of his way of 
thinking may believe in the necessity of the British .steelframe in India , 
but no Indian can doubt that the thousands upon thousands who find 
lucrative employment in India cannot all be similarly absorbed m Britain, 
if India was once lost Competitive examinations for public service have 
too many advantages not to allow us to notice this one particular dis- 
advantage , that under the competitive system India has obtained a decidedly 
lower class of public servant than was the case under the East India 
Company, or than is the case under a similar system in England to day, 
The modern Enghsh official, whether soured by the Indian curry or climate, 
IS unquestionably more greedy, more short-tempered, more hostile to Indians, 
than his predecessor of 50 years ago, and much less able or intelligent than 
his confrere not only in European countries, but also in India. Wanting 
in ability, mtelhgence, impartiality, onjjmipathy, there is now absolutely no 
case for any employment of Euroneans in the superior administrative posts 

, of India. 

'^^Mther complaint of a financial kind against the civil administrative 
Uxpenditure of India is that the Indian Government pays disproportionately 
thigh salaries for very ordinary services» With the possible exception of 
judicial offices, all other civil offices are better paid in India than even in 

where the scale ofofficial Salaries compares most favourably with 

the corresponding offices in other European countries. Considering the 
wealth ofHndia as a nation, -the salaries cannot but appear extravagantly 
high.vTbere was mdeed some justification to fix these paries relatively 
Ihigh when the Indian Civil Service was orally instituted. -sConditions of 

life in India, when the Enghsh Civilian had to live awaj from his kith a^ 

kin, among a people entirely unknown and unmtelhgible to him, were so h^ 
as to demand a reasonable compensation, not so much because of 
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arduousness of the work demanded of him, as because of the privations suffered 
by hiro.*^ There was also the other, and not less important, motive in 
^xmg the salaries at a relatively high figure, — the desire to place the public 
servant beyond want and temptation.^ The scandals of the Company’s public 
servants were too recent not to influence Cornwallis and his advisers in 
fixing the salaries the present time, however, these motives are insigni- 
ficant or non-existent.' The hardships of an Indian career have been smoothed 
away by the development of rapid means of communications, frequent 
opportunities of leave, and the growing westernisation in outward habits 
of the advanced sections of the Indian people It is, of course, still true that 
the Englishman remains an outsider in Indian society — as much by the social^' 
peculiarities of the Indian people as by the race arrogance of the Englishman ' 
himself. But that is no longer a factor which ought to be specially compen- 
sated for' And as regards the other motive of securing honesty m 
public service, Englishmen can no longer claim a monopoly of honesty. 
Indians have learnt their lesson J On the contrary, the Indian Poli- 
tical Service, consisting of political officers in the Native States, leaves 
much to be desired in rectitude of motives and propriety of methods. 

It may be that were a very searching inquiry instituted m the fortunes 
of retiring Indian Political Residents, the owners may not be able -to 
accoimffor all^their wealth on a satisfactory basis.*" The sale of titles, 
the grant of industnarconcessrons and" of contracts in the Public Works or 
MiUtary"SuppIy Departme^tt, to mention only a few of the cases about which 
tufnour has Been busy of late, have been known ^fpre now to offer tempta- 
tions to otherwise able men to remain in relatively subordinate but more 
lucrative posts. In any case the plea can no Jonger be maintained that the 
salaries paid By the Government of India are nothing but a reasonable reward 
at market rates for the services rendered. The legend of the umivalled efficiency 
of the Indian Civil Service held the field so long as the members of that service 
were the only vocal people to advertise their own “ d'Ehte, " If we 
compare the efficiency of the Indian Civil Service with that of the'other great 
bureaucracy m the world— the Prussian Civil Service — we cannot but admit 
that for sheer efficiency m work, for mere administrative results, the Indian 


’pe growth of direct intercourse of the Indian princes with the highest eovernlns 
authorities is steadily reducing this grave scanM But the fact that in 

between the Indian States-and the British Government m this country one of the parfv is 

the personal ui6rmitles of the princes ^nLrs 

^ n 1 a service will remam incapable of redemption so lone as 

independent stftes 
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service would be nowhere. And yet the scale of salary in the Prussian 
service was much lower Besides, for jhe kind of work that the average 
Indian Civilian turns out, the average educated Indian would-be equally 
competent Except in the highest posts, much of the work os of a routine 
character, at once the bane and the salvation of a commonplace civilian ; 
and It would be taxing toq_much the credulity of an intelligent public to say 
that such mechanical work could not be performed equally well by two 
men of similar education, one of whom is white and the other coloured. 

has na r elation to efficiency, much less toInteUectual e nunence. 

As IS often the case in top heavy structures, the high salaries at the top 
X are purchased at the cost of miserably low salaries in the clerical branch of thg 
j public servic e. Labour of this description in Government departments 
^has seldom had its claims seriously or sympathetically considered. They 
lack orgairtsation ; they are accustomed to a wretchedly low standard of life ; 
they are wanting in ambition Consequently every Royal Commission that 
has been appointed to investigate into the giievances of the public services, 
every reform that has been suggested or earned out in consequence, has 
had reference to the superior posts only A most urgent reform, therefore,; 
m the Indian public service, is the improvement of salaries of the suborm-j 
nate officers in Government departments at the present time drawing a paVi 
varying from Rs 25 a month to Rs. 200 Such a suggestion runs a great 
risk of being shelved, with every show of sympathy, on the peren* 
nial pretext of an insufficiency of funds t Curiously enough, . funds have 
always been forthcoming whenever complaints have been made about the 
inadequacy of the higher salaries. Witness, for example, the Lee Con- 
cessions passed by the extraordiilary powers of the Viceroy That our 
suggestion may not be laughed at or shel ved as impracticable', we append 

* Since the above was written, the pay of all classes of Governmeat servants, including 
those in the Railway service, was increased by about 100 per cent 1920 Thanks to a fall of 
about 20 p c in the cost of living in India since 1920, the Inchoape Committee thought the 
Government might with advantage effect a saving by revising the rate fixed in 1920 We 
think, howevei, such economy would be as unjust as it would be unwise, since the increases 
made in the case of clerks and menials, in 1920, were on the original pay scarcely sufficient 
to keep body and soul togethei If savings must be made, they should be made by cuts in 
the inflated salaries of superior officers In the post-war period clerical and menial ranks 
did receive considerable improvements, as noticed by the Inchcape Committee 
The peeuhai financial offence of the post war ponod is a needless increasaof numbers. 
eg , there were 1.200 peons in the Government of India various departments, notwith- 
standing the increase of telephonic and cycle messenger facilities 

fTha postal strike of 1920 m Bombay, where if the demands had been granted 
in full Rs 20,000 a month would have been added to the Budget at the most 
Against the'authoiities making this doubtful saving the public suffered severe monetary 
losses, not to mention inconvenience to business, which is immeasurable The postal 
committee had, however, recommended considerable increases m the pay of the lower 
postal staff, which the Government of India have accepted almost in total The claim for 
differential treatment by the Bombay postmen was justified on the grounds of the peculiarly 
onerous conditions of life m Bombay But Government having remained obdurate in the 
matter, the strike failed abjectly after lasting HO days To the men it meant a disgraceful 
smrendei , but it may be doubted if the Government has not obtain^ a Pyxrluo victory 
The questions will have to be solved in the near future as to whether laboln^m public depart- 
ments is entitled to evpect a standard contract of service which wiIF&ffer a model foi 
conditions of employment, and v/hethei Government as an employer is entitled, in the 
name of public utility and necessity, to resort to every measure it can think of for strike- 
jireaking 
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below a scheme* under which a graduated reduction of the higher salaries 
would afford all the economies desiied for making an inciease in the pay of 
the lower paid members of the public service We proceed in that scheme 
on the general principle that no official salary, with the exception of the 
Viceroy, Governors, Chief Judges, and Commander in-Chief, should exceed 
Rs 50,000 a year; that all sararies_'between Es 200 and 500 a month 
should’ be left untouched, while salaiies over five hundred a month should 
be taxed or reduced at a graduated rate of from 10% to 50% as the 
amount of the salary increases The salary of the Viceroy should be reduced 
to ;^’i0.000 or Rs- 1,50,000 a year , of the Governors to £7,500 or Rs, 80,000 
to 1 00 000 a year . of the Chief Justices to Rs. 50,000 a year ; and of 
the Commander-in-Chief to Rs. 75,000 a year. iTbe household and other 
allowances now granted to the Viceroy and Governors are excessive and 
ought to be considerably reduced , while the great scandal of travelling 
allowances to high officers, with such a large amount of public Railways 
belonging to the State, ought to be finally ended by a system of personal 
passes on Railways available on duty travel duly certified as such./The Inch- 
cape Committee on Retrenchment noticed the agreement made at the time 
when the present scales of army pay were fixed, by which it was laid down 
that 20 per cent, of the officer’s pay then fixed would be liable to revision 
upwards or downwards according to the movement of the cost of living 
index. If advantage is taken of this proviso in all departments, and if the 
gratuitous increases made more recently are abolished, the saving on the 
basis given above, would amount to 10 crores a year m the Civil Services 
m all departments 


* A“Accorcling to the Public Service Commission Repoit (1916) there were in 1913 — 
" Rs Monthly Saving 

1314 posts with monthly salanes between 



Total saving per month Rs 8,45,845 

This saving does not include the saving from the higher offices of the Viceroy and 
Provinaal Governors, contract aHovvances &c , nor does it take any account of the 
possible saving from the traveUing allowances and other contingent expenses Acting 
allowances are all omitted in the above calculation Nor does this mclnda those nitmerons 
additions to offices and departments, which account in the aggregate for Rs 7 crores per 
annum in the ^iJ’pQsts alone as compared to 1913-14 If the Indian agency were substi- 
tuted all romyTlor the non-Indian , if salaiies and allowances were fixed in accordance with 
Indian requirements , and if all the recent increments, additions and special allowances 
and concessions were abolished, the same principles applied to the military services would 
mean a further saving of Rs 13 crores The annual saving would be Rs 10,00,00,900 
more than ample for the increase in the lower salaries suggested above, 
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The last explanation that ought to be noticed as regards the cost of 
Civil Administration m India is the miilttplication of departments , ‘ Apart 
from the great crop of departments and controllers demanded by the 
exigencies of the Great War, Lord Curzon’s administration was conspicuous 
for additidn to the number of public departments, a.g the creation of the 
Commerce and Industry Department of the Government of India, the 
institution of the Railway Board &c His w'as also the period for a wide- 
spread revision of pay of the superior officeis if not of the whole superior 
staff of many a department under the excuse of the need for mcreased 
efficiency We have already examined the degree to which the Indian Civil 
Service can maintain this claim to efficiency relatively to the other great 
bureaucracies of the world , and here we need only add that apart from 
the advertising of the members of that service itself, the claim to efficiency 
can be only sustained if a comparison is instituted with the corrupt systems 
of public service in European countries in the eighteenth century, or with 
those in some of the Native States of India to-day, which offer a convenient 
foil to show off the excellence of the British Administration such as it is. 

I The Inchcape Committee have recommended a re grouping of the Depart- 
ments in the Government of India, by which they calculated a "^saving 
could be made of Rs. 14 lakhs pei annum. 

VII —Political Charges o! the Oovernment of India 


The political charges of the Government of India in the official accounts 
include the following items — 


(1901-02) 

(Laos) 

Rs 

Political Agents 38 00 

Diplomatic Consulai charges 
N W Frontiei 1 ^ 58 

Tibet Frontiei 

Political Subsidies 59 9 

Enteitainment of Chiefs 1 20 

Durbar Presents and Allowances 1 15 

Refuges and State Prisoneis , 7 34 

Special Political Charges 7 37 

Imperial Service Tioops 
LighUngaud bnoymg Persian Gulf 
Other Charges 5 74 

Charges in England . /21,742 


1905-00 


45 77 

34 91 

1 39 
38 27 

2 65 
1 19 
5 75 
5 95 


6 42 
/5.534 


1910-11 

46 83 
8 83 
37 17 

2 49 
49 49 

3 90 
1 62 

5 31 
'49 

3 58 

6 39 
/5.016 


1914-15 1926-27 

Bud Est 

49 89 34 74 

32 34 10 08 

36 74{N E)81 63 

2 79 3 05 

22‘06 13 05 

3 60 0'99 

1 74 

4'70 3'45 

13 73 

3 02 6'22 

1 68 0 67 

6 73 5'78 

£Z3,975 12T3 


Total P olitical Charges Rs 78,12,365 1,41.51,600 1,54,32,050 1,60,50,775 1,72,57,000 
• We have already noticed the fact that the Reforms are from this point of view a 
costly privilege and may here instance only the addition to the Executive Councils, m the 
Presidencies of 2 extra members with a pioportionate corresponding iif^^se in the Secre- 
tariat, the addition of paid Piesidents for the Legislative Councils, ^ the increase of 
travelling allowances in consequence of the enlaiged legislatures In 1913-14, salaries 
and expenses of civil depaitments were 27 croies In 1920-21 , they are estimated at 42 
orores, or an increase in 7 years of 55 per cfeftt 
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But accordine to the classification adopted by us, these chaiges do 
not exhaust the total of the items which may fauly be descubed as political. 
Among- other items, we would add to this heading the political pensions and 
allowances granted by the Government of India, and the allowances under 
treaties to some Native States The Legislative charges- should also be 
included On the other hand the income from tributes, being purely of a 
political chaiacter, should be deducted before we can ainve at the net political 
expenditure ot the Government of India 

The Poldical Expenditure considered by the Incbcape Committee, 
we may note, (Budget Estimates of 1922-23) was split up as follows — 


N W Fiontier Pi ounce 1,18,51 

Baluchistan 42,25 

Kabul 5,2G 

Aden and Arabia 4,42 

Persia and Persian Gulf 22,40 


Nepal 1,19,07 

Tibet 4,21 

Residences and Agencies 62,45 

Miscellaneous . 10,10 

England 12,45 


Total 2,93,14 

(In thousands of iiipoes ) 


Owing to the splitting up of these small charges, a propei study of the 
political expenditure of the Government of India becomes difficult. We 
have already referred to the plan of the Welby Commission, which discussed 
political charges undei the general heading of Defence But the items 
enumerated above are essentiallv of a civil administiative nature, particularly 
the largest item of the Indian Political Agency charges. This is not so much 
for maintaining international relations with the Indian States, if one may 
so describe the relations subsisting in India, as for keeping upto a certain 
degree of efficiency in the administration of portions of India not directly 
under British rule. 


The political agents in the Indian States are not Ambassadors but 
Advisors The Government of India has no anxiety for maintaining favoui- 
able economic or political doctrines in the Indian States, since the most 
considerable of them have no economic independence in internal matters 
whereby the British inteiests might* conceivably be endangered. The 
standard of administrative efficiency or excellence is vague , but such as it is, 
the sovereign power expects the feudatoiies to conform to it As there 
can be no departure m any important question without a previous reference 
to, and perhaps approval of, the British Indian Government, the .analogy of 
diplomatic relations with the independent states of the civilised woild 
breaks down. On the other hand, if we look to the tributes paid by the 
States to the paramount government, they seem to be more akin to military 
subsidies— a sort of an insurance against external aggression and internal 
revolution * We cannot compare the present day Indian political tributes 
either to miliJp^Y exactions by a conqueror, oi to the raatricular contributions 
paid by the constituent States of the Geiman E mpiie to the Imperial 
* See -Warner Native States ol India 



Government. The tributes do not meet the whole of the Indian political 
expenditure , but for that reason we cannnot describe the total political 
expenditure as a tax on British India. In the event of the Federal idea 
being realised, in the event of the United States of India becoming an 
accomplished fact, it is conceivable that this branch of public revenue and 
expenditure may disappear altogether, to be replaced by proportional contri- 
butions from the constituent states and provinces for the maintenance of 
the Central Government. As it is, we must regard both the revenue and 
the expenditure on this head as in a class by itself which it would be impos-^ 
sible to judge by any known standards of public finance 

The items of political expenditure, such as Durbar charges, entertain- 
ment of Rulers and envoys &c are to a large extent the result of a prevailing 
misrpprehension of the Indian outlook on this point The Indian traditions 
of personal rule are supposed to be more fully carried out by these periodical 
lapses into mediaeval pageantry. If we look only to the few wealthy Indians 
intent upon title-hunting of the most grotesque description, there would 
perhaps appear some truth in the conception of Government by pageantry + 
But if it is intended to blind the educated and intelligent, or to satisfy the 
large masses of India, these Durbars fail most singularly The educated 
Indian cannot but feel that the inevitable concomitant of each Durbar 
pageant~the military review— is a sufficient mdication of the accepted 
conception of government in the mind of the ruling class — government by 
the sword But for that the Coronation Durbars, which in England are 
unttnged by military symbolism of any kuid, would have been free from the 
humiliating testimony of a nation’s misfortune. As for the masses, the 
personal rule they are accustomed to was one in which the ruler on all great 
occasions scattered gold and silver com from his privy purse, and pardoned 
or banged offenders at his own sweet will No one would now advocate the 
resuscitation of such autocratic prerogatives, however seldom the sovereign 
might be visiting his distant dominions. Every one in India now realises 
that the Coronation Durbars are a heavy burden on the people m which the 
central figure contributes nothing The gifts of the ruler come out of the 
pockets of the ruled, so that the traditional Indian idea of royal munificence 
is unrealised, At best, therefore, we can ignore this item of expenditure as 
being too insignificant to cause serious anxiety, too mfrequent to involve a 
great hardship. 

The item of special subsidy to Afghanistan has disappeared since the 
treaty of 1§21. 

’See Indian Constitutional Reforms (1916) paias 205 206 Also the chapter in this 
work deahng with Provincial Fmance The dangers of provincial contributions have been 
stated there as fully as was possible The financial basis of the Federal Government in 
India would be much sounder if the Central Government is independent of contributions 
from its constituents The aim adumberated by the Meston Committee seems to suggest 
that this system of Provincial Contributions is not mtended to be a penmanent feature of 
Indian Finance 

t The prominence given to therelmquishment of titles as an act of sacrifice and pro 
test m the recently adopted non-co-operation programme by the Indian Kational Congress 
Is an indication of the extent to which snch idols of the marketplace can bamboozle such 
Indians as Mr. Gandhi 
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The political expenditure on territorial or political pensions must be 
explained on purely histoiical grounds. It consists chiefly of allowances 
to dispossessed rulers of annexed provinces , but their continuation beyond 
what IS absolutely necessary would mean a burden on the people without any 
corresponding benefit. At the present time the net result of such pensions 
IS to maintain m affluence a class which never has had, and never can have, 
any sympathy with the claims of Democracy m India. 

Legislative expenditure, which is not included in the ordinary accounts 
of the Government of India under the heading of political charges, has its 
own justification,'*' The precedent of England demanding voluntary public 
service in Legislative Assemblies was for a long time followed in India. 
But a system of tree political service has its own defects The class of 
political aspirants is narrowed down to the relatively rich section of the 
community , and representatives selected from such a class cannot always 
be made responsive to public opinion. They would have the standpoint 
of patrons, not of equals. Besides, gratuitous political service by a class 
economically independent is bound to amateurish When we speak of 


♦The cost of legislative bodies In the budget of 1926-27 

Sub-heads undei which tins grant will be accounted for on behalf of tho Legis 
LATIVE DEPAETMENI 



Actuals, 
1924 25 

Budget 

Estimate, 

1925-26 

Revised 
Estimate, 
1925 26 

Budget 
Estimate, 
1962 27 


Rs 

Rs 

Rs 

Rs 

.—Council of State 





A 1 — Pay of President 

51,593 

48.600 

52,000 

51.600 

A. 2 — Allowances, Honoraria, etc. 

1,54,702 

1.75,000 

1,35,000 

1,35,000 

Total for Council of State 

2.06.295 

2,23.600 

1,87,000 

1,86,600 

h — Legislative Assembly 





B. 1-— Pay of President and ( Non voted 
Deputy President 1 Voted 

43.050 

2.734 

33.000 

4.000 

54,700 

3,000 

52,400 

,, 2 — Pay of Establishment 

3.000 

3.000 

13,000 

3,000 

,, 3 — Allowance, Honoraria, e{c 

4,43,498 

4,30,850 

3,92,3P0 

3,96,850 

4 — Contingencies 

24.276 

26,000 

30,000 

34,130 

For Rounding 


+50 



Total 

5.16,558 

4,96,900 

4,83,000 

4,86,400 

For rounding 


+ 500 



Total for legislative Bodies 

7,22,853 

7,21,000 

6,70,000 

6,73,000 

H on-voted 

94,643 

82,000 

1,07,000 

1,04,000 
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the “ professional politician ” of this class, the term almost always sounds 
tainted. The honorary professional politician relies on luck, and excels 
in muddling through. But the professional politician, the community could 
obtain, if the services were properly remunerated, — not excessively — 
would be specially trained and thoroughly competent to handle pohtical 
problems, to indicate broad lines of development, as well as to work them 
when accepted by the community Excessive remuneration for political 
service, we must observe, is likely to be more dangerous than the system of 
honorary service, as m the former case jobbery would be inevitable and 
national affairs would be in a worse muddle than ever before. In India, 
before the passmg of the Indian Councils Act of 1909, the Indian non- 
official members of the Legislative Councils used to be paid a fixed allowance 
sufficient to meet the travelling expenses and the charges of staying m the 
Capital durmg the period of legislative activity At the present time, the 
allowance is not a fixed sum but a rate of two first class tickets foi each 
journey to and from the Capital, with Ks. 20 per diem by way of boarding and 
lodging charges. . If the object of the change is to secure greater economy, we 
would suggest the introduction of the system of railway passes, available 
only durmg the period of legislative activity, — and strictly non-transferabls, 
— together with the system of fixed daily charges. But perhaps the most 
suitable reform would be payment of a fixed annual salary to the 
councillors to enable them to devote the fullest attention to their legislative 
and other public duties without a thought of private business, j In the present 
system the assumption of honorary public service is impossible altogether 
to deny ; and, consequently, members cannot always realise that they are 
at the same time the trustees as well as the servants of the public. 

Vlll.-^Penslons, Burlough atld Superannuation Allowances 

Under this heading, we shall consider only the civil pensions and 
leave or superannuation allowances, granted by the Government of India, 
excludmg ahke the territorial and political pensions considered in the 
preceding sub-section, and military pensions, considered in the section 
dealing with military expenditure m general. The former is a diminishing 
quantity ; the latter raises special problems of calculation and apportionment, 
which need not be imported into the present section to confuse its general 
character. 

The subjomed Table shows the growth of the gross pension and 
furlough, etc., charges. 

* Under the old system, the allowances were fixed liberally so that poor members, like 
the late Mr G K Gokhale, could makea living out of It without taint or reproach 

The suggestion of a fixed mdusive salary, say Rs 10,000 a yem at most, would, 
taking mto account all the Provmces, an additional charge of abc^^s 30.00,000 
a year, against which would be the saving of the present allowances Onff is inclined to 
thmk that the financial saving would be considerable, and the inorease in efficiency 
would be immense, particularly if the payment is made conditional upon work actually 
done. 
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The general theory 


1860-61. . 58.22 1911-12 

1870-71. 1.67,45 1912-15 

1880-81.. 1,89,87 1913-14 
1890-91 4,67,85 1914-15 

1900-91 4,03.00 1915-16 

1905-06. 4,37,73 1916-17 


of pensions fiom the public purse makes these 
allowances partly de- 
5^^50,11 ferred pay, and partly a 
5 49.91 recognition of the ser- 
72701 rendered in the 

6,24,09 prime of life, and the 


5.41,97 1917-18 
5.54,47 1918-19 
5,77,66 1919-20 
5.76,02 1920-21 
5,55,91 1921-22 
5.59,22 1922-23 
1923-24 


6 19 80 consequent duty of the 
employer to provide for 


the maintenance of the superannuated servant. According to the first 


view pensions are not wholly paid out of the pocket of the tax- payer, but 
are to a considerable extent a refund of what the State kept back during 


the period of active service of the official, augmented by compound 
interest on the total amount accumulated during the period of service, or 


by regular contributions. In the absence of a pension provision, however 
made, the State would have to pay much higher salaries, sufficient in fact 
to enable the public servant to make a piovision for his old age from his own 


Savings, 


To leave each individual public servant to make a provision for his 
old age would expose deserving public servants to all the caprices of trade 
depressions and financial panics, to the dangers of unwise investment, or 
undignified penury. Besides, the State must uphold the model to other 
private employers m the contract of service ; and must, therefore, solemnly 
affirm m its own instance the duty of the employer to provide for the 
servant on retirement. In no modern state are public service pensions 
wholly a refund of the amounts kept back by the state, or contributed 
by the official, durmg the period of active service. 


The Welby Commission discussed the pensions paid by the Indian 
Government under two divisions : pensions and allowances to officers other 


than the Covenanted Civil Servants, and pensions to the Civil Servants, 


their families and medical advisers The Public Services Commission 
Report (1916) gives four classes of pensions . — (l) Compensation penslotHs, 
awarded to officers discharged after not less than ten years’ service for 
reasons of a reduction in establishment and the consequent needlessness of 
their service (2) Invalid pensions, awarded to officers retiring after not 
less than ten years' service, On account of some permanent mental or physi- 
cal infirmity disabling them from active service , (3) Superannuation 
pensions granted to officers retiring or compelled to retire at a -particular 
age j (4) Retiring pensions granted to officers voluntarily retiring after 
completing a prescribed period of qualifying service. Of these the last two 
only deserve any particular notice. Before 1921, all sterling pensions were 
debited to the Central Government, and the rupee pensions to Provinces, 
with certam exertions. Since 1921, the charge of the old pensions is left 
untouched, byi^e pensions granted since Ist of April 1921 are divided 


/ considerable instance of compensation pensions granted on reduction 

/ found to be superfluous was in the early seventies in the daSe 

tne Public Worlia Department, 



139 


between the several governments under which the officer has served In 
proportion to the length of service under each. 

These pensions are calculated on the basis of the average emoluments 
of the retiring officer during the three years immediately preceding retire- 
ment, and in accordance with a scale of so many sixtieths of such emolu- 
ments Usually, ten years’ service is the minimum service that was required ; 
and the pension is 10/60 or 1/6 of the average pay during the thiee preced- 
ing years, 15/60 or i after 15 years’ service, 1/3 after 20 years' service, 
and i after 25 years’ service To prevent highly paid officers securing an 
unduly large amount of pension, the rule is laid down as to the maximum 
pension which any individual officer can draw, being Rs, 5,000/6,000 m the 
case of non-civihan public servants, ;^1, 000 in the case of Civil Servants, 
and some special pensions, as m the case of High Court Judges, ;^1,200 a 
year. 


The Civil Service pensions, and the pensions to the families and 
medical advisers of the Civil Service, were originally paid out of special 
funds instituted for the purpose. Between 1868 and 187+ Government 
took over these funds and assumed the full responsibility for these pensions, 
The total sum taken over by the Government from the various funds 
amounted to close over nine crores of rupees, but on undei taking the obliga- 
tion to pay a fixed retiring pension, Government decided not to maintain 
these funds separately A part of the Medical Fund was used to compound 
the claims of the subscribers to the fund ; but the rest was paid into the 
Treasury, and there made available either for the current or capital ex- 
penditure of the State As the fund monies, when paid into the Treasury, 
were not ear-marked to any particulai service, it would be impossible to say 
with any precision how they were actually employed It has been calculated 
by the India Office that large sums were ad\anced during the period from 
the balances for the construction of productive public works in India, 
amounting to about 8 crores Assuming that this represents the balance of 
the funds taken over, it would, at 4 % per annum, yield about Rs 28 lakhs 
a year, which ought therefoie to be deducted before we can arrive at the net 
pensions charge of the Government of India. 

A further deduction of four per cent used to be made by way of 
contribution fiom the Civil Service , but this has been discontinued since 
1920 and the entire pension is a chaige on the State, If we take the average 
pay of a Civilian at about Rs 1,500 a month, the 4% deduction during 25 


’Medical Retiring Fund, taken over in 1869-70, amounted to Re 1 U Mores the co- 
venanted Civil Service Annuity Fund, taken ovei m 1874, amounted to Rs 3 05 crores, the 
Family Pension Fund amounted to Rs 5 98 crores taken over between 1882-85 The 
funds were closed to new interest in 1881 " The annuity of /l, 000 given to the civil 

servant on retirement was originally contributed to the extent of one lial^rom tlie fund, 
to which all those m the service subsciibed from their salaries, 

the other moiety In 1862, Goveinment agieed to raise their portion to ;f600>and m 1871 
the Secretary of State peimitted all those who had rendered the requisite serv ice and 
lesidence to Lire on a fixed pension of £1,000 a even , though their Subscri^iM^ 

might not have been sufficient to purchase an annuity of ^400, (Foot-note p 65 IjVelby 
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years of service would amount to about Rs 18,000, which, at 5 % compound 
interest, would aggregate Rs 60,000 or a net yield of Rs. 3,000 a year. 
This estimate substantially agrees with the one set by the latest Public 
Services Commission to have been made in India as well as m England. 

The Public Services Commission, 1916, with certain specified exceptions, 
recommended ' 


" All officers should be under the same pension inles, AH should serve normally 
for 30 years, but those recruited after the age of 36 in the services noted, should 
be granted the concession indicated, (allowed to count not more than S years for 
pension, if they are over 25 years of age at the time of joining) and all should be 
able to retire optionally on a reduced pension after 25 years’ service ...... 

Maximum limits of pensions should be incieased, and special additional pension 
of the amount stated should be drawn by the office noted A scheme foi a 
general Family Pension Fund, oi foi separate funds foi diffeient classes of officers, 
should ha worked ont on a self-supporting basis * ( Paias 87 to 96 of the 

Majonty Report ) 


and these recommendations were elaborated by the latest Public Services 
Commission, presided over by Lord Lee and reporting m 1923-24, as 
follows - 


Pensions 

Indian Civil Service 


(xxxiv) '■ Having regard to the fact that m 1919 officeis weie lelieved of the neces- 
sity of contributing 4 per cent of their salary towards their pensions, no 
increase is recommended in the ordinary pension of this seivice, nor is it 
possible to reopen the question of extending the lecent concessions made 
regarding the refund of past contributions 

(xxxv) Members of the Indian Civil Service, who attain to the rank of Members 
of Council, should be given an increased pension at the rate of £50 par 
annum for each year of sei vice, as such, upto a maximum pension of ;^1,250, 
Those who serve as Governors of Pi evinces should similarly be given 
£100 for each year of service, as such, up to a maximum pension of £1,500 
per annum , ’ ' This was not accepted 


(xxxvi) "No change should be made m the existing scale of invalid annuities so far 
as tn® Indian Civil Service is concerned 


♦ The following are the Superannuation Funds which still continue yield 
Subscnption to the Mibtary, Military Orphans, and the Medical Funds Rs 
Subsonption to the Civil Funds 

Subscription under the I C S Family Pensions Regulations 

Family subscriptions of Native Member 

Contributions for Pensions, Gratuities 
Other receipts , . 

Total jPd^ipts m India 
i. .. in England . . 


66,300 

50,000 

10,38,000 

13 89 
■17 
24'62 
42,071 


GI^AND TOTAT^ .. 


213,^35 



Uncovenanted Services 


(x'i'cvii) The present pension of Rs 5,000 per annum, earned after 25 years’ 
service (equivalent at the privilege rate of Is to the rupee to ;f437 lOs ), 
rising by Rs 200 per annum to Rs 6.000 after 30 years’ service (equiva- 
lent to /523 per annum), should be increased to Rs 6,000 and Rs 7,000 
respectively, t a . to ;f525 and ;^612 10s per annum respectively The 
maximum pensions, taking account of additional pensions earned by 
service m higher appointments, will then become Rs 8,500 (lower grade) 
and Rs 9,500 (upper grade), equivalent at Is, 9d to 15s, and 

^831 5s per annum respectively 

(sxxvib) The limit of 10 years before which an invalid annuity can be earned in the 
uncovenanted services should be reduced to seven and the existing maxima 
raised, as shown on page 41 

Proportionate Pensions 

(xxxix) No addition to proportionate pension should be given as compensation for 
loss of careei on voluntary retirement 

(xl) The privilege of retiring on proportionate pension should be extended to 
officers reormted in 1919 who, through no fault of then own, did not arrive 
in India before 1st January, 1920 

(xli) No change should be made in the existing rule laying down that war service 
of officeis prior to their appointment does not count as service foi the 
purposes of proportionate pension 

(xlti) The priv ilege of retirement on proportionate pension should not be ex- 
tended to members of the Central Services 

(xlm) A rule should be made and a clause inserted m tbe contracts (see paragiaph 
74) of all future British recruits to the All-India services, to the effect 
that if and when the field of service for which they have been recruited is 
transferred, it shall be open to them either — 

(it) To retain their All-India status , 

(6) To waive their contracts with the Secretary of State and to enter into 
new contracts with the Local Governments concerned , or 
(c) To retire on proportionate pension, the option to remain open for one 
year from the date of transfer 

Extraordinary Pensions 

(xlvi) A new inla should be made to cover the case of officers killed or injured 
whilst not actually in the execution of their duty, but for reasons connected 
with then official position or actions. 

Provident Funds 

(xlvii) The advisability of substituting provident funds for pensions for futuie 
recruits should be caiefnlly considered If the change is feasible, and 
acceptable to the services, it should be made without delay The appli- 
cation of such a scheme to present members of the seivices shouldalso 
leceive expert examination 

Family Pension Funds V 

(xlviii) Family Pension Funds, on the lines of that alieady existing for the Indian 
Civil Service, should be mtioduced for the other AU-India services qs 
spon as practicable 
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(xlix) An independent actnanal investigation into the position of the Indian 
Civil Service Family Pension Fund should be undei taken as soon as pos- 
sible 

(1) The existing Indian Civil Service Family Pension Fund should be closed 
as soon as practicable and a new fund opened, divided into Tndnn and 
European branches 

Safeguards 

Commutation of Pension 

(111) All officeis should be allowed to commute up to one half of then pension, 
and the rates on which commutation value is based should be revised yeai 
by year, if necessary, on the basis of the rate of interest payable on loans 
laised by Government m that 5’ear ” 

In criticising the pension scheme fot the retiring public servants of the 
Governrnent of India no one can take exception to the duty of the State 
to make an adequate provision for its servants on their retirement. Not to 
make such allowance would induce many a public servant to continue . in 
service beyond the period when he can be expected at all to render useful 
service > Besides, the continuation in service of super-annuated officers would 
inevitably lead to a most dangerous inefficiency by pioraotion being blocked 
to the more deserving of the younger members of the service Assuming, 
then, the necessity of such a provision, the next question is, what is an 
adequate provisionlor the purpose. The retired servant should be guaranteed 
a reasonable scale of comfort, not, indeed, according to the official scale of 
living while in Government service and holding high public office, but in 
accordance with the prevailing standard of life in tlie class from which the 
public servant is drawn This being conceded, the next question would be 
whether or not public servants should be expected to make any contribution 
to their pensions. The original funds being abolished, the majority of the 
Public Service Commission of 1916 recommended the abolition of the 4% 
contribution which prevailed in the Civil Service. But the plea that it was 
the only branch of the public seivice expected to make any contribution, 
and that consequently as a matter of justice it should be exempted fiom 
making the contribution, does not appear to be very strong. If the Civil 
Service were the only body of public servants making contributions to their 
pensions, they are also the only body foi whom the highest appointments 
and other special advantages have been reserved. Besides, the public 
contribution towards their pension was also the largest as compared to any 
other department of public service The State had given them specially 
advantageous terms by way of exchange compensation allowance^, and had 
assumed much larger shaie of the contribution than was originally 
intended." Moreover, the family pensions grunted to the widows and 
orphans of deceased civil servants was also a special concession. Finally, 
the scale of Indian Civil Service salaries was, even before the war, so higli, 
the possibihtie^f rxsmg to the highest offices weie so great, and the conse- 
quent chance«rof a greatei saving so evident, that it could not at all seem a 
hardship to expect this specially favoured body of seivants to conliibiite a 
♦Originally, the Goverament contubution was expacted toaraount to ;^500 to £500, 
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fnoiety of their pension themselves But in spite of all these arguments, the 
4% contribution has been abolished For our part, we would much rather 
suggest a levy of proportionate contributions in all the services so as to make 
the pensions, partly at least, self-supporting.' 


Before closmg this subject we may point out that under the pre- 
sent leave rules the net total service required for qualifying for a maximum 
pension is only about 20 yeais; and taking mto consideration the average 
age at which the public servant joins the service, ht leaves a very consider- 
able space of tune for him to enjoy his pension, at the same time turning his 
superabundant energy to account in other directions. 

As regards the leave rules permitting absence from duty during active 
service, without going into the details of the legulations we may observe that 
since 1920 the rules have been very considerably liberalised All kinds of 
leave are nude into one for which a regular account is opened m the case 
of each officer. Generally speaking, leave at the rate of 4 in some and 
5/22 in other cases of the period of service is admissible on full pay with 
certain restrictions about the maximum of leave enjoyable at a time. This 
IS practically double or more the old privilege leave Specially advanta- 
geous rates of exchange for remitting leave salaries are also allowed The 
general principles on which the leave regulations of the Government of 
India have been framed proceed on the assumption that service in the tropics 
IS specially arduous to European officers, and that they will not be able to 
maintain their usual standard ot efficiency, if frequent opportunities were not 
provided to enable them periodically to recruit their health in the more 
bracing climate of England Officers are, under this belief, encour- 
aged to take leave as frequently as they can, particularly the European 
officers with the result that the non-eflective charges of the civil admin- 
istration are very considerably enhanced. For an officer on leave there 
must be an officer m active duty who is given acting allowance which ranges 
up to ;^800 per annum, or even ;^1,000 per annum in the case of Indian 
Civil Servants or military officers in civil employ. There is, therefore! 
no saving to the Government by these rules relating to leave and furlough. 
In fact, there is a decided loss, as the Government has to provide a reserve 
of 40% to meet the extra pressure of work caused by officers on leave. Fot 
every five officers that need be employed, the Government of India has, 

* Tli^ recommendation made above of levying a contribution from public servants 
to provide for their pension on retirement does not conflict with the previous recommenda- 
tions of a reduction of salaries all round The salaries are already so high in comparison 
to the qualification lequfred or duty exacted that the double reduction will not be impossible 
to support The same spirit of economy has dictated the double suggestion Besides, i£ 
carried out, the suggestion will render the disparity between the ofiScii splendour and the 
obscurity of a retired life less prominent and offensive 

We have discussed In the part of this Work dealing with public revenue the ques- 
tion of an insurance scheme operated collectively by the State If we regard-pensions as U 
sort of insurance provision foi old age or for the family, the suggestion to make a distinct 
contribution from the public servants and from the atizens would mean not only a hand- 
some revenue £or the State but would also rouse interest in a department of administration 
which IS at present almost unheeded. 
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utider these regulations to employ seven, the charges of the two extra being 
entirely or in a large degree waste 

In regard to the Leave Rules m the Government Service, even the 
Lee Commission found them to be sufficiently liberal to need no further con- 
cession. They have only one paragraph on the subject of leave. 

Leave Rules 

“The reorganisation of the leave rules for European members of 
the Government services, carried out as a result of the recommendations 
of the Islmgton Commission, resulted in a leave code which is generally 
recognised to be liberal The only criticism of it which has been brought 
before us had reference to the restriction on the maximum amount of leave 
on average pay which may be granted. An officer is not permitted to take 
more than 8 months’ leave on full average pay at any one time, or to take 

‘These regulations are obviously framed for the benefit of the non-Indian servants 
of the State , and It may confidently be said that when the administration is Indlamsed 
entirely, these extravagant regulations will not be allowed Thelnchcape Committee give the 
following statistics of leave admissible in 1913-14 and m 1922-23 

Average leave admissible p a duiing service — 



1 On full pay 

j On half pay 


1913-14 

1922-23 

1913-14 

1922-23 


Days 

Days 

Days 

Days 

Staff under special Leave Rules 

Staff under Indian or Ordinary 

24 

37 

72 

49 

Rules ... 

28 

26 

24 

52 


This leave is m addition to the casual leave (20 days in a year) , gazetted holidays, and 
the special departmental or general hohdays The following illustrative calculation of the 
number of men-days lost under these regulations is also taken from thelnchcape Report — 


Bombay General Post Office and Town 
Post Offices 

1 Secretariat Department 
Govt of India 

District offices. 

Staff 

2,775 

81 

24 


No. of days leave ad- 
missible per man 
and days lost 

Days of 
Leave ad- 
missible per 
man 

Men 

Days 

lost 

Days 

Leave 

admissible. 

Days 

lost 

Casual Leave.,. 

Hohdays 

Occasional 

20 . . 55,550 

10 ... 27.750 

90 

32 

20 

1,649 

15 

12 

825 

888 

Holidays . 

^ S3 .. 83.250 

32 

1,820 

IS 

1,322 


1 66,650 


3,943 


3,045 


The average leave taken per man employed In a year was 60. 4S, and -ll respectively 
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during the whole of his service more than one eleventh of the period spent on 
duty plus one year. It has been represented to us that both restrictions 
should be removed, and that, in addition to leave on average pay equivalent 
to one-eleventh of the period spent on duty, an officer should be allowed to 
commute the whole of the leave on half pay, admissible to him -under the 
rules, into half the amount of leave on full average pay These concessions 
could only be made at a heavy cost to Government, and, as we consider that 
theJeave rules, as they stand, are sufficiently liberal and are widely recog- 
nised as such by the services, we are unable to recommend any extension 
in the direction suggested.” 

Further comment is superlltious I 



Public Expenditure on Moral and Material Development 


i — Character of such Expenditure 

Our third group of public expenditure includes all outlay on projects 
of the moral and material development of the community. Considered from 
the popular stand-point, this is the most important branch of public ex- 
ipenditure. The health, comfort, and general well-being of any community 
‘ depends on the amount of the wealth of its individual members, which is the 
ultimate condition of public expenditure of every kind. And, it may be 
safely assumed, no one could object to the steady growth of public expendi- 
ture in this direction If judicially made il is bound, even from the narrowest 
commercial standard, to repay itself. The modem social philosophy regards 
society as a conscious, intelligent organism, capable of shaping its own 
environment, of directmg its own growth. The conscious desire of this 
intelligent organism impels it constantly to seek higher form of self expression 
or development, resulting in an ever widening sphere of state activity and 
public expenditure. Isolated, unconcerted action of individuals would be 
insufficient to overcome the accumulated force of tradition, prejudice, supersti- 
tion, or Ignorance, which always muster strong against every project of 
social reform. Instmct seems to abhor innovation; education demands 
It, To work without a well conceived plan would, under the circumstances, 
render individual action liable to the most serious disappointment and 
defeat. Individual charity, to give an example, is more often misdirected 
than really beneficial. Exertions for public benefit are often frustrated by 
the sheer force of the vis inertia, but more frequently it is the selfish 
opposition of vested interests which makes shipwreck of the best planned 
and stoutest schemes of social reform. The opposition of the' sacerdotal 
interest to educational reform, of the landed interest to housing or agrarian 
reform, of the brewers to the temperance reform, are all recent instances, 
too common in every country to be unintelligible after a bare mention. 

Whatever may be the opposing force — ignorance or superstition, 
prejudice or tradition, vis mertia oi vested interests— it is clear that no 
project of social reform cap be realised without an organised effort on the 
part of society collectively. The changes may cpme pieqemeal, but the senes, 
when completed, must fit into a consistent programme. We need not le- 
capitulate in- this place the arguments which have led the best contemporary 
opinion to regard the State as the fittest engine for securing these reforms, 
the only competent and capable agency to investigate into and determine 
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upon the conditions under which its citizens shall live and thrive. The State 
must carefully select and judicially apply the influences which shape society. 
It may, indeed, be said that in a sense all public expenditure by the State is 
incurred to gam this supreme end Social welfare of the community within 
the jurisdiction of a given state. 

There is, however, a fundamental ditference between expenditure on 
defence or departmental administration, and expenditure for development 
purposes The first of these is addressed to the evil tendencies of men, 
exhibiting themselves on an exaggerated scale when manifested under a 
system of aggressive apprehensions of militarist states The efficiency of 
this ^expenditure consists^ in repressing or extinguishing the unsocial and 
inhuman instinct, so that ultimately there may be no justification for such 
a wasteful expenditure at all. The second class of public expenditure 
IS necessary to mamtain the structure of the State, its organisation, its 
progress as achieved at a given moment It is conservative, not creative, 
just as the first kind is protective if not destructive. But these two 
classes lack that conception of human nature, that desire to social 
improvement, that effort to advance, to improve, to perfect which is such a 
marked charactenstip of this our third group of public expenditure. 

Tins group of public expendituie would be better considered if we 
sub-divide it into two constituents (A) expendituie on moral development 
and (B) that on material development. Under the former group (A), the 
most important single item is (a) education. It was customary m the past 
to couple with educational expenditure (b) the charges connected with 
scientific departments, such as the department of surveys, archieology, &c. 
They are now shown separately in the accounts In the same group may 
be included expenditure on (c) the medical establishment and (d) on sanita- 
tion. These items may at first sight seem to have a closer affinity with the 
subjects included in the gioup (B) , but we prefei to bring them under (A), 
inasmuch as we include in the tormer group all expenditure for the benefit of 
the mdividual citizen, classing undei the latter all expenditure for the develop- 
ment of the material resources of the country as such, (e) Ecclesiastical 
expenditure w’ould, of course, fall within this group , but (g) the expenditure 
on printing and stationery may require some explanation for such a classi- 
fication. The object of public punting and state publications is not really 
the convenience of the official world It has the much higher object of 
educating the people, or supplying infoiraation which none but the powers 
and resources of government can collect and disseminate. 

The group (B) is more_mterestmg, more extensive, more complex. 
Though most of the items enumerated under group (A) do bring in some 

* It 19 for this reason that the Government of the United States issues its numerous 
publications free of cost, not only to its own officials and citizens, but to any one, native or 
breign, requesting such books or publications. 
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revenue to the State, they are primarily and -preponderantly items of ex- 
fpenditure, The majority of the items under group (B), however, are more 
j truly sources of revenue than channels of expenditure, and this character 
^ they bear out as much from the direct intentions of the State as from their 
indirect results. Thus the charges under (a) Railways and (b) Irrigation 
’ worksite, though very considerable, dwarfed by the income derived from 
those departments by the State. Whatever their history, it may safely be 
said that since the commencement of the century, these branches have 
brought more revenue to the State than occasioned expenditure, if we exclude 
capital expenditure m that connection incurred by the Government of India, 
A fuller treatment of these items, therefore, cannot be attempted until we 
have considered the pnciples that should govern the State m reference to 
such sources of public revenues. This does not mean that we ignore or 
undervalue the importance of such expenditure. It only means that the 
double aspect of a great earning and spending department of the State, 
which, moreover, involves every year considerable outlay of a capital kind, 
cannot be attempted piecemeal. Any consideration of these items, if attempt- 
ed in this chapter, is bound to be fragmentary and disjointed. Beyond, 
therefore, mentioning the broad principles which should govern the expendi- 
ture on drese items, we shall m this chapter make no attempt to consider 
them, v (c) Expendituie on Civh Buddings, includ^ the charges for the 
budding of the new Capital at Delhi, and that on (d) Posts and Telegraphs, 
though apparently similar to the two items mentioned above, accordmg to 
official classification or English analogy, aie in reality widely different m 
this country, and ought, therefore, to be separately considered in this section. 
The civd buddings do not, and the post office is not intended to, bring 
any considerable net revenue to the State, though the former diminish the 
charges under the headmg rant, and the latter serves a very useful object 
to the Government as well as to the community. The receipts under these 
headings may be considered along with the expenditure in the same section. 

( (e) Expenditure on famine relief and (f) agiicultnre are essentially similar 
and may be considered together ; while (g) mint charges and those relating 
to (h) ports and pdotage, being impossible to class together with any other 
group, must be considered separately ' 

As these departments have all been decentialised since the Reforms of 
1920, and expenditure under the most important if not all of them is made 
over to the provincial governments, we can study them collectively only upto 
the end of 1920-21. 


* The above arraugement omits altogethei one very important item of public 
expenditure interest As this is a very complex head, including interest on capital 
borrovjed for productive as well as unproductive ends, each again being composed of a 
number of dissimilar objects, it -would contiibnte to clearness of discussion, as well as to 
its comprehensiveness, if we postpone discussion to the chapter dealing with the Public 
Debt of India We must, of coarse, remember to make due allowance for interest 
charges when deahng with such items as mihtarj expenditure, or expenditure pn railways 
and irrigation worljs, ^ ^ 
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ll.—Items and Details of Expenditure. Group A 


{Figures tn 


Science and 

Year. Education * other 

Departments 
Rs Es 

1861-62 34,26 

1870-71 62,47 

1880-81 99,85 

1890-91 1,42,48 58,74 

1899- 1900 1,62,92 47,15 

1900- 01 1,63,64 69,99 

1901- 02 1,69,85 75,47 

1902- 03 1,94,65 76,26 

1903- 04 2,05,13 82.49 

1904- 05 2.18,65 80,58 

1905- 06 2,45,72 98 80 

1906- 07 2,72,88 1,12,48 

1907- 08 2,23,36 70,49 

1908- 09 2,52,35 73,41 

1909- 10 2,55,73 68,68 

1910- 11 2,76,94 73,19 

1911- 12 3,03.18 76.24 

1912- 13 3,91,52 74,00 

1913- 14 4,76,52 69,05 

1914- 15 4,96,32 68,02 

1915- 16 4,66,67 64,78 

1916- 17 4,69,94 65,88 

1917- 18 5,09,20 76,91 

1918- 19 5,96,18 1,02,03 

1919- 20 6,86,62 1,27,94 

1920- 21 7,76,16 1,54,83 

1921- 22 9,00,24 1,80,85 

1922- 23 9,18,28 1,50,82 

1923- 24 9,87,38 1,66,68 


thousands of rupees) 

Medical 

and Ecclesiastical Pnnting 
Sanitation 

Rs Rs Rs 

52,35 15,36 20,09 

66,67 15,86 48,50 

88,85 16.16 60,28 

1,49,10 17,11 76,88 

1.41.17 17,45 76,39 

1,29.61 16,92 81,61 

1,44,08 16,65 85,61 

1,42,24 17,06 82,45 

1.49.23 18,16 86,24 

1.58.48 18,21 83,63 

1,68.70 18,90 98,15 

1.28.49 18,53 1,10,34 

1,52,66 18,01 1,18,01 

1.45.17 18,61 1,08,71 

1,47,44 18,70 1,07,13 

1,75,41 18,67 1,00,45 

2,01,33 18,90 1,01,93 

2,03,14 19,16 1,08,46 

2,29,36 19,08 1,09,84 

2,25.35 19,66 1,11,16 

2.02.91 19,28 1,21,06 

2.35.79 19,90 1,42,83 

2.57.97 20,52 1,62,39 

3.21.97 20.17 1,47,74 

3 77,89 25,39 

4.73.24 30,50 

4.33.92 29,72 

4,31,02 29,27 


Total 


Rs. 

34,26 

I. 50,26 

2.30.89 
3,66,13 

4.55.66 

4.68.67 
4,73,46 
5,15,76 
5,29,38 

5.56.45 
4,54,83 

6.66.45 
5,51,20 
6,14,44 

5.96.90 
6,23,40 
6,73,95 

7.87.68 
8,76,33 

9.14.62 

8.87.62 
8,79,07 

9.84.63 

II, 39,09 
13,04,44 


III.— Stationery and Printing Expenditure 

Taking the unimportant items m this group first , (a) Printing and 
stationery expenditure, as already remarked, is undertaken not so much for 
the covenience of the officers as for the instruction of the public in general It 
IS a great asset in favour of the present Indian Government, though the 
officers responsible for it do not appear always to undeistand oi appreciate it, 
that all Its acts and deliberations come, sooner or later, naked or diessed, before 
the public We cannot conceive of a demociacy without its first leqmsite 


•The Item of education was in the earliei years mixed up with the figures of the 
scientific departments, &.c No good comparison can, therefore, be instituted with the 
earlier years without considerable deductions We have consequently given consecutive 
figures only for the years after 1899 The figures for the year 1890-91 aie given without 
conversion in tens of ruyiees or Rx as expressed in the statements of those years, and 
those for the years following 1899-1900 are conieited into lupees at the fixed rate of £1^= 
Rs 15 The figures foi post-war years are taken from tne decennial statistical abstracts and 
fire in rupees, 
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of publicity in government. India is not a democracy. Its government 
does not welcome or desire a blaze of ceaseless publicity There is a 
considerable amount of autocratic action, and secret planning, more than the 
outside critic gives ciedit for, in the councils of the Government of 
India. But still, compared to the governments that have gone before, 
we now enjoy a much greater publicity It may spring from vanity. 
The various reports and documents may disclose a certain tone of superioi 
aloofness, not consistent with the innate sympathy and clear understanding 
of the people’s problems by an indigenous national government Some- 
times its resolutions and ordinances adopt a style of impatient advocacy, 
insistent repetition, ill-concealed aspersions, which may be undignified and 
unnecessary, making the reader recall the truth of the remark “ qm s'evctise 
s' accuse ” But when all is said, this publicity, such as it is, is a great 
thing. It IS an achievement foi a government, wholly alien m personnel 
and often unsympathetic in character, boldly to disclose its doings, and 
frankly to invite criticism It is an achievement when the entire informa- 
tion on questions of public interest m India is exclusively supplied by 
the Government, and yet not even their bitteiest critics ever impeach 
the accuracy of the information It is only to be wished that the 
present policy of charging a price would be dropped, Or so modified as to 
make the public information more easily accessible.’ The Government 
of India, poor as it is, may well sacrifice this little income without much 
inconvenience. The chaigea, hoivevei, it must be admitted, are not 
excessively high Following the English practice they are fixed so as 
just to cover the cost of publication.! 

IV.— -Medical and Sanitation Chars:es 

The Welbv Commission on Indian expenditure disposed of this great -i 
head of public expenditure m a single short paragraph, suggesting thereby 
that the Government of India does not consider this head very important. 
The practice of the Government of India m the last twenty years but t oo 
amply and pamfullv confirms this view. The cost of the medical department, 

* The total amount realised from the sale of government publications by the Govern- 
ment of India amounted to Rs 12 lakhs m 192'4-25, Rs 9 45 lakhs m the Revised Estimates 
of 1925-26 and Rs 10 04 lakhs m the Budget Estimate of 1926-27 

The Stationery Receipts are derived from sale of stationeiy, sale of gazette &c , 
and other receipts The chaiges are in connection With office chaiges, puichaae of 
stafaonery, government presses, and other charges 

t It must also be observed m passing, that the recent change in the size and get up 
of the most important Government publmaiions, from the usual folio blue books to the new 
handy well bound books, is the latest indication of the true view of public printing However 
high Government officers incline to the view that in India the value of such, information 
IS not so well understood as to tender the dangei of such books, if given freely, being 
used as waste paper msignificaut The charge is a guarantee of use, though a hindiance 
to wide publicity We would suggest that the charge be retained in so far as the 
information is demanded by foieigners, or even by those not primarily connected with 
the subject matter of the information requited, but that it should be remitted in 
the case of all applicants able to show a genuine mteiest in the subject Research 
students, public bodies, the periodical press, colleges, schools and libraries will thus 
afford a guarantee of use and surety of publicity, without possibility of tmsnse. 
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including sanitation, was estimated at /1, 338, 100 m the Budget of 1919-20, 
and 50 years before it totalled ;£'523,486, The Indian Government 
maintains a large staff ot medical ofhcers only for tlie benefit of its 
servants. These are paid fairly high salaries . yet permission to continue 
private practice in important centres of populati on is too tempting not 
to be utilized e ven at the risk of great prejudice to their official duties. 
Many of The othcers are empIoyed~in sanitary duties, and not a few of 
them are in charge of important prisons Then sanitary duties include 
the control of large sanitary areas, dealing with the sanitation of large 
towns, the preservation of water supply, and the prevention of epidemic 
diseases. It is a strong instance of many anomalies in the organisation and 
working of the government machine in India that, until quite recently, the 
medical department also supplied officers for the mint A very small 
proportion of the officers engaged in this branch of the public service is j 
specially engaged m research, particularly on tropical diseases, in bacterio I 
logical laboratories, which have been established m India, in the last fifteen [ 
years, 

This service dates from the time of the East India Company. It was 
organised m 176') even before the civil service, and was divided into the 3 
Presidency establishments, m 1766 The division of the officers betvieen 
military and civil branches, confirmed in 1788 and lasting ever smce, is only 
for the purpose of convenience, the Indian medical officers in civil employ 
being considered as teniporanlv placed on civil duties. In 1898 all medical 
officers were given a military rank Since 1906 the names of all officers are 
borne on a single list, though on his entry into the service each officer is 
given the option to elect the province m which he would serve.yfThe 
entrance to the service is by a competitive examination to which Indians 
have been admitted since 1853, But m the course of 57 years that followed 
only 89 men of pure Indian extraction had entered the service before the 
end of 1910. Even to day, according to the latest figures, not more- than 
five per cent, are the natives of the country in spite of the heavy demands 
of the war,* The comparative weakness of the Indian element is due, not 
to the unpopularity of the medical service amongst the natives of India, 
but rather to the influences which have so far successfully maintained the 
practical monopoly of Englishmen in all the superior and most pavin g 
branche s of public service, 1 In 1914 a P arliamentary Paper was published 
contaming .the correspondence of the Government of India and the India 
Office regarding an independent medical profession in India, with a view, if 
possible, to reduce the strength of the service. The Government of India 
declared, and the Secretary of State agreed, that there was no room for 
the reduction in the strength of the existing service. But the latter suggested 


* Out of 760 posts carrying Rs 200 p m, and over, Indians held 23S or 31 %, 
Out of 411 posts with Rs 500 or more, Indians held 36 or 11 % Out of 237 of Rs 800 or 
more Indians held 9 or 4 % in l5l3 

See Public Sen ice Commission report ( 1916 ) pp 24-25, 
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that the Indian Medical Service men should be restricted as far as possible 
to military duties, both with a view to economy, and in order to increase the 
number of appointments held by Indians who were at that time debarred 
from holding any commissions in the army During the great war a small 
number of Indians were __temporaiiIy_ appointed commissioned medical 
officers m the army. The Secretary of State also pronounced against any 
increase in the civil posts As regards an independent medical profession, 
Government were awaie of the large and rapid growth in the number of 
Indian medical graduates But they saw that these latter had much 
opposition to overcome from the practitioners of indigenous systems of 
medicine, who were of course more often quacks than qualified medical men 
even on their own lines. The subject, however, is still under consideration.* 

(i The sanitary department, which has recently been proposed to be raised 
into a special depaitment of public health, has a history not extending 
beyond 50 years. It was m the time of Sir J. Lawrence that the need of a 
wholesale system of sanitary reform first began to attract attention owing 
to the unhealthy conditions of hfe m the barracks for the British soldiers. 
The sanitation of the town has indeed materially developed during that 
' period.t But the problem of rural sanitation remains practically where it was 
hsdf a century ago. After the days of Sir J. Lawrence no definite steps 
were taken by the Government until 1898 when a policy was formulated m 
a comprehensive resolution. The outbreak of bubonic plagtie, which was 
just about that time raging all over India, must have contributed not a 
little to quickening the slow movmg machine The report of the Plague 
Commission compelled the Government of Loid Curzon to take up ener- 
getically this problem They created a Sanitary Commissionership to advise 


’ In regard to the Medical Services m India, the Lee Commission lecommend 
"A new Civil Medical Sei vice should be constituted in each Province and recruited 
by competitive examinations held both ui England and m India, the medical needs of 
both the British and Indun Armies in India being met, in future by the ‘‘ R A M C. 
(India)" Every officer of the new Provincial Civil Medical Services should be liable 
for service with the R A M C ( India ) m the event of genei'hl mobilisation 

To meet the medical needs of British officers in the civil services and then' 
fanulies, a minimum number of British officers should be maintained m the Civil Medical 
Service herein proposed These minima should be prescribed for each province by the 
Secretary of State, on whom, in the last resort, should rest the lespousibihty ioi then 
maintenance Of this British element, one half or the number required for the military 
reserve whichever is the larger, should be reserved foi British officers to be seconded 
from the R,A M C (India) In default of the remaindei being forthcoming by com- 
petitive examination for the Civil Medical Service, the deficiency should be* made up by 
mcraased seconding from the R A M.C ( India ) or, if necessary, by special additional 
recruitment for that purpose 

Subject to the existing nghts of present members of the Indian Medical Service, 
all scientific chairs xn Government Colleges and Hospitals, should in future, be thrown 
open to all candidates, the chnical chairs being reserved for members of the Civil Medical 
Services, however recruited, so long as fit candidates are available " 

The total strength of Indian Medical Service (Civil) consists — according to the 
figures given by the Lee Report— of 420 men The pay of those officers is regulated 
■CCoramg to the following table given in the Lee Report ■ i 


iContmued on page 1S3. 
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the Govetnmertt of India on sanitary and bacteriological points, to suggest 
to Provincial Governments directions in which advance can be made, and to 
organise research throughout India. But this arrangement was based on a 
Conolued from page 152] 

Indian Medical Service (Civil) 


{The pay is in rupees per mensem) 



Basic 

Pay 


Overseas Pay j 

Total Pay 

Additional advantage 
resulting from 

Year of Service 

Present 

and 

Pr^ 

Present 


Pro^ 

remittance at 

24 when 
exhange 

// 4d 

1 

2 


3 


= 1 

6 

7 

As Lieutenant — 

1 . 

500 

1 

j 

150 

150 

650 

050 


2 

500 


150 

150 

650 

650 


3 

500 


150 

150 

650 

650 

— 

As Captain— 








4 

650 


150 

150 

bOO 

800 


5 

650 


150 

150 

800 

800 

75 

6 

65C 


150 

150 

800 

800 

75 

7 . 

75C 

1 

200 

250 

950 

1,000 

125 

S . . 

750 1 

200 

250 

950 

1,000 

125 

9 . 

75C 


200 

250 

950 

1,000 

125 

10 

85{ 


200 

250 

1,050 

1,100 

125 

11 .. 

85( 


200 

250 

1,050 

1,100 

125 

12 

850 


200 

300 

1,050 

1,150 

150 

As Major— 








13 . 

900 

250 

300 

1.200 

1,250 

150 

14 

900 

250 

350 

1.200 

1,250 

150 

15 

900 

250 

350 

1.200 

1,250 

150 

16 

1,100 

250 

300 

1,350 

1,400 

150 

17 .. 

1,100 

250 

300 

11,350 

1,400 

150 

18 

1,100 

250 

300 

1,350 

1,400 

150 

19 

1,250 

250 

300 

1.500 

1,550 

150 

20 . . 

1.250 

250 

300 

1,500 

1,550 

150 

As Lieutenant- 
Colonel — 








21 . 

1,500 

250 

300 

1,750 

1,800 

150 

22 

1,500 

250 

300 

1,750 

1,800 

150 

23 ... 

1,500 

250 

300 

1,750 

1,800 

ISO 

24 

1.60 

1 

250 

300 

1,850 

1,900 

150 

25 * 

1,600 

250 

300 

1.850 

1,900 

150 

26 & over .. 

1,700 

250 

300 

1,950 

2.000 

150 

When selected for 








increased pay ... 

j 1,850 

250 

300 

2,100 

2,150 

150 


Column 7 shows the advantage expressed in rupees resulting from the concession of 
remitting overseas pay at the privileged rate of 24 the rupee This advantage is not fixed, 
but varies with the course of exchange The actual value of it expressed in rupees will 
be more when the exchange value of the rupee is lower and less when it is higher 

tSee Strachey's India on the sanitary conditions prevailing in Calcutta in the fifUea 
of the nineteenth century 



Separation of research from c linical work which prevented men of talents 
from entering the new department , while the office work so completely 
absorbed the time of the Sanitary Commissioner that his salary was 
practically wasted as far as promotion of medical research was concerned. 
The position was therefore modified The Sanitary Commissioner is now the , 
technical advi ser of the Government of India m all matters of sanitation ; 
But questions oT~ pe rsonnel and administration of bacteriological department 
and research institutes were placed under the Director Genet^Tlndian 
Medical Service. Expendit ure on sanitation was also considerably increased . 
Since 1908 Government were making an annual grant of 30 lakhs a year 
for sanitary purposes, which was substantially increasecLm 1912 by the 
changes made m that year. Grants are also made annually to local bodies 
and provincial Governments to promote sanitation m their jurisdiction. 1? 

'^n spite of this improved organisation and increased expenditure the 
progress of sanitation is still in its infancy. 


" The reason heb In the apathy of the people and the tenacity with which they cling 
to domestic customs injuiious to health Great improvements have been effected m many 
[places, but the village house is still often ill ventilated and overpopulated The village site 
us dirty, crowded with cattle, choked with rank vegetation, and poisoned by stagnant pools, 
^nd the village tanks polluted and used mdibcnminately foi bathing, cooking and drinking 


, Much of th is IS no d oubt due to the ignorance of the people . but by far the 
greatest portion is the result of their appalhng poverty . The problem of 
village sanitation — it is hopeless to expect the village authorities to solve by 
themselves, m spite of all the resolutions and injunctions of the Government 
of India. For a generation to come, that is, until we have effected a veritable 
agrarian revolution, the State in India must bear the brunt of the ^rden 
in this, department. And the burden will be heavy m proportion as our 
sanitary ideals advance, and to the extent that the people benefited are 
unable to contribute substantially. So far the Government of India have 
relied on private assistance to promote the cause of sanitation. But, though 
in the pandemic attack of influenza m 1918-19 this private non-official agency 
worked wonders m combating the disease in such centres as Bombay, we 
can hardly say that, considermg India as a whole, private agency could b e 

I rehed on to do this work satisfactorily . Just as the Government of India 
keeps under its own authority all questions of research, so too must they bear 
all burdens at least so far as rural sanitation is concerned, 1 


38 S8 
32.31 
32 89 


Germany 

Japan 

England and Wales. 26 8 
New Zelahd . 26 79 

Australia - . ... 26 52 

Scotland . . . 27 99 


Death rate per 1,000 
(1902-11) 
31 <11 
34 2 
18 39 
20 86 

15 15 
9 16 

11 11 

16 33 


When out of every three children bora one is fated to die within a year, the situation 
can scarcely be called encouraging We have the largest rate of infant mortality and of 
general mortality (See the Populattoti Pfdblem »» India, P. K Wattal) and the 1921 
Census Report for the^hole of India 
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In the matter of financing sanitary expendituie we must mention the oft 
repeated proposals of the late Mr Gokhale. which once he recommended to 
the Government in a foimal resolution (1910) ’ He was in favour of applying 
all surplus re <^enues to the development of sanitation . As there was no other 
way to induce the Government, committed to a disproportionately and 
rapidly increasing military and civil expenditure, and as there was no room 
for additional taxation, he thought it best to advocate the use of all windfalls 
m revenues towards this most laudable end. But apart from the special 
circumstances, which narrowly limited his proposal, we doubt if he would 
have supported a policy of financing sanitary expenditure from annual sur- 
pluses. The excess of revenue over expenditure, though it was fairly fre- 
quent between 1898 and 1914, could certainly not be depended upon for 
financing a heavy, regular, recurring, and indispensable expenditure. On his 
own authority it is an indication of defective finance when the estimates of 
revenue substantially faU below the actuals It would be a point of honour 
with a good financier to make his estimates tail} as closely as possible with 
his actuals. We should, therefore, have a vers small, uncertain, varying 
sum if we depended onlj on the annual budget surplus for sanitary projects. 

The chief problems of sanitation in India centre lound the supply of 
house room in large cities and recreation space, .water, drainage, and the 
regulation of pilgrim traffic. Housing reform is only just begmnmg to attract 
attention, and sought to be remedied bv such palliatives as the Bombay Bent 
Act The Bombav Development scheme is more ambitious and consequent' 
ly more liable to criticism The water supply and drainage schemes are now 
carried on simultaneously and it has been estimated that in the last 20 years 
the total sums spent on these amount to 44 crores, while the works under 
construction or sanctioned are estimated to cost another 3 crores. The ques- 
tion of the pilgrim traffic is the most difficult as the religious feelings of the 
people are involved ; and yet it cannot be left alone as it is through the 
pilgrims that the infectious diseases spread m the country most rapidly. The 
subject was under inquiry at the time the war broke out and was kept into 
abeyance pending the great struggle Since the war the financial stringency 
prevailing eveiy where has made it impossible to take in hand such large 
questions of real social reform. 

The Inchcape Committee recommended that the Medical and Public 
Health Services be amalgamated, and that the grant to the Indian Reseaich 
Fund be discontmued 

V. — Ecclesiastical 

India spends eveiy year nearly :^125,C00 on ecclesiastical affairs, 
though in the ordinary acceptance of the term, she has no Established 
Chuich The following table gives an analysis of the ecpenditure on this 
head. 

* Sanitation or Public Health, made over to the Local Government, will not improve 
materially in the present state of local finance The development scheme for the city of 
Bombay (1920) clearly indicated the necessity of special taxation The problem of hnanc 
mg rural as well as urban sanitation will be the greatest test of Indian statesmanship 
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Year 


Ecclesiastical Expendituie 
Total Rs Year Total Rs 


1911- 12 11,67,322 

1912- 13 11,90,047 

1913- 14 19,15,677 

1914- 15 19,08,283 

1915- 16 19,65,686 

1916- 17 19,28,059 

1917- 18 19,90,043 

1918 19 20,51,878 


1919- 20 19,16,703 

1920- 21 25,39,448 

1921- 22 30,50,467 

1922- 23 29,72,275 

1923- 24 29,27,343 

1924- 25 31,29,530 

1925- 26 R E 32,30,000 

1926- 27 B E 36,43,000 


This ecclesiastical department is maintained by the Government of 
India to secure religious ministrations, pnmanJy for the European troops i p 
India, incidentally also for the European public seivants and their fa milies. 
Out of the eleven Bishoprics of the Anglican Church three ar^ully recognised 
and paid by the Government of India, four more aie recognised but paid only 
as senior chaplains, and the remaining four are recognised and paid out of the 
funds of the ecclesiastical department. The total Christian population of 
British India, according to the last census was 2,492,284 souls Itjs_0ua_Qf 
the ironies of public administration that while the Government adopts an 
attitude of the most stringent neutrality with regard to the religions of the 
people of India, it spends almost Is. per head of Christia n population for 
religious service . The only criticism one need pass on this item is that the 
tendency of the modern state is justly towards a complete secularisation , 
that in countries like India, an official religion is impossible to establish 
without the gravest injustice to the rest of the population , that the Christian 
religion can by no standard of fairness be made the established religion of 
India ; t hat the Government is prudent enough in keeping these estimati^ 
outside the scope of budget discussion allowed to the Legislative Assembly : 
and that it is high time the State m India severed all official connection with 
the Church, and discontinued its present religious expenditure. The sum ^s 
small, but not too small to be useful in other more urgent and fruitful direc- 
tions, ' 


VI —Expenditure on Education, Scientific and Minor Departments 

“ Education in India,” says Howell, “under the British Government 
' was first Ignored, then violently and successfully opposed, then conducted on 
a system now universally admitted to be erroneous, and finally placed on its 
present footing,” 


In this attempt at a critical historical study of Indian finances we are 
not at liberty to trace, however briefly, the educational organisation of India 
in the pre-British era. For obvious reasons, the East India Company 
Ignored altogether the ruler’s primary duty to educate the subject races. In 
1814 for the first time, the Court of Directors announced the grant of 
Rs. 1,00,000 for purposes which we should now characterise as education- 
al , and on this meagre provision the education of [over one hundred million 
souls was to be attempted m the next forty years. A definite policy was 
formulated m by Sir Chaife? Wood. Edu cation of the people of India 
*Cp, the note of Sir Pmushottaindas on this heading of the Inchcape Report, 
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was, if not a primary duty of an enlightened State, at least to be extended 
and systematised through the agency of the State A Department of Public 
Instruction was to be instituted in all the important provinces, universities 
founded m the presidency towns, framing schools established. Govern* 
ment colleges and schools maintained, and their number increased whenever 
necessary. Extension of education in all its forms was to be encouraged by 
a well-defined system of grant-in-aid. Pursuant to the dispatch, univer- 
sities were established in the three presidency towns m 1857, in the Punjab 
in 1882, and at Allahabad in 1887. It was hoped that by taking care of 
the higher education, the lower classes would automaticall> receive attention, 
by means of the “filtering through" of the education imparted in the 
superior classes. Efforts were consequently concentiated on the develop- 
ment of university and secondary education leaving the primary education 
relatively neglected 

The system of education, as established by the dispatch of 185+, re- 
mained in operation for nearly a generation. In 1882, Lord Eipon’s Govern- 
ment appointed a commission to enquire into the state of education through- 
out the country, practically m reference to the policy laid dorvn in 1854. 
They found that in 1882, there were roughly speaking 85,000 primary schools 
giving instructions to about 2,150,000 pupils, nhile uniecognised schools 
provided instruction for another 350, 000 Compared to the population of 
India at the time, this figure works out at 1 2 pei cent of the total popula- 
tion. The Commission recognised tins defect in the system of India’s educa- 
tion, and recommended the extension and improvement of the primary educa- 
tion. From this time onward, we may mark a change of opinion and policy 
in regard to public instruction. Primary education begins to leceive greatei- 
attention, than hitherto. As regards secondary education, the result of the 
Commission’s report was a w'lthdrawal of Government control on private 
instiuction and a permission to the latter to lower then fees. These lecom- 
mendations have been characterised as “a charter of inefficiency ’’ by the 
critics of the Commission. From 1882 to 1902, the period is described as an 
indiscriminate stampede for education regaidless of the results. In 1901, 
Lord Curzon called a conference to consider the constitutional changes in 
the Indian Universities. The Indian Universities Commission was appointed 
m the following year, and its report was made the basis of the new act of 
1904, which now governs the Indian universities. It was violently opposed 
by the Indian public opinion, alarmed at the excessive centralisation, official- 
isation of the senates, and costliness of higher educational machinery. I 
Another result of Lord Curzon’s educational activity was the appointment 
of an expert travelling committee to advise on technical education. At the 
same time lenewed and increased attention was paid to the question of mass 
education Finally, when a separate department of Government of India 

* See the speech of Mr Golshale on the Elementarj Education Bill, Impenal Legis- 
lative Council, 18th March 1910 The speech IB a mine of facts legarding education m 
India 

1 For Anglo Indian opinion cp Fiaser '' India under Cuizon a:nrl aftn " 



138 


was established to look aftei education and sanitation in 1910, education 
came to receive its due recognition in the Goveinment of India. 

Confining oui selves foi the moment to tlie finance of education In India, 
we must notice first, that the despatch of 1854 did not prescribe any definite 
financial policy. It was left as a geneial charge on the aggregate finances of 
the country. But a definite policy, making education charges a special 
butden to be specially provided foi, was first formulated in 1859. It imposed 
local cesses, being a- fixed peicentage of land revenue foi purposes of 
primary education. Local Cess Acts were passed m Madras (1866), 
Bombay (1859), United Provinces and the Punjab (1871), Bombay making 
the cess compulsory, Madras and Bengal allowing it to remain semi-voluntary. 
The total expenditure of 76 lacs of lupees m 1866 67 (11 months) was 
met as follows . Imperial Funds 48 lacs, Education Cess Committee receipts, 
cess proceeds, fees &c. 23 lacs , and the rest from private contributions. In 
1871-72 under the new system of financial decentralisation, educational 
expenditure was placed undei the Local Governments, who were to meet 
the charges imder all .the heads surrendered to them from a lump sum 
allotted to them. Following the report of the educational committee in 
1882, and m accordance with Lord Ripon's general scheme of developing 
Local Self-Government, primary schools were made over to local boards, 
with power to levy local cesses to support the schools. Though the local 
revenues have nei'er been veiy elastic, they have been contributing a steadily 
increasing propoition of the total expenditure. The policy then inaugurated 
continues in aU essential particulais still , so that at the present lime the 
' ‘cost of education in India is shared almost equally between the public and 
private funds The former includes provincial revenues, consisting of 
special ImpMial giants earmarked to special purposes and the proceeds of 
the provincial sources of revenues, together with municipal and district 
boards revenues consisting chiefly of the cess proceeds. As this last item 
is usually insufficient, provincial governments make “equilibrium grants ” 
for the general put poses of eqimlhsing income and expenditutgT^nd special 
giants to promote specific objects like education and sanitation Thanks 
to these ai range ments, the progress of education in India has been found 
to be, though slow, reasonably steady The following tables shew that pro- 
giess at different dates 


Year. 

1886-87 

1891-92 

1896-97 

1901-02 

1905-06 

1911-12 

1915- 16 

1916- 17 

1917- 18 

1918- 19 


Growth of Expenditure 


Rs. Total 


1,34,81,812 

1,55,18,184 

1,57,65,650 

1,77,03,968 

2,96,34,574 

4,05,23,072 

6,21,68,904 

6,14,80,471 

6,48,01,690 

7,19,26,292 


2,52,42.414 

3,05,79,632 

3,52,44,900 

4,01,21,462 

5,59,03,673 

7,25,92,605 

11,06,29.249 

11,28.83,068 

11,82.09,137 

12,98,63,072 


These figures show that in 
! 1923-24 of the- total male 

J population 6 15%, and of the 
total female population Xi% 
and of the total general popu- 
lation 3 77% were at school. 
Taking Mr. Gokhale’s bgsis 
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Growth of Pupils (Public Institutions) 

Years Males Females Total 

1886 87 3,115,808 277,736 3,393,544 

1891 92 3,517,778 339,043 3,856,821 

1896 97 3,954,712 402,156 4 356,870 

1901 02 4,077,430 444,470 4,521,900 

1906 07 4,743,604 645,028 5,388,632 

1911 12 5,828,182 952,539 6,780 721 

1915-16 6,431,216 l,lS6,2bl 7,617,496 

1920-21 6,427,966 1,347.027 7.774,993 

1923 24 7,206,706 1.424,747 8,674,003 

The total number of scholars m all rnstitutior 
numbered 0,707,344 m 1924 25 

The subjoined table gives an idea of the total expenditure from all 
sources on each class of educational institutions m British India . — 


Yeai 

University 

Education 

School 

Education 

Primal} 

Schools 

School 

Education 

Special 

Total 

Indirect 

Expenditure 

Total 

Expenditure 
on Public 
Instruction 

L911-12 . 

70,74,301 

2,08,84,033 

2,07.4 

7,315 

53,77,394 

2,46,80,589 

7.87,63,832 

1912-13 

78,96,581 

2,26,63,866 

2,30 

4,479 

56,55,489 

3,15,42,005 

9,08,22,420 

1913-14 

8,506,560 

2,58 20,961 

2,56„ 

3,537 

64,71,052 

3,40,16,689 

10,04 48,799 

1914 15 

91,45,278 

2,79,09,463 

2,66,96,061 

66,31.478 

3 90,61,898 

10.94,44,358 

1915-16 

98,80,309 

2,97,61,102 

2,81,70,507 

71,54,917 

3,61,52,679 

11,11,19,514 

1916-17 

1,07,03,166 

3,19,29,182 

2,93,13,545 

73,40,926 

3,35,96,249 

11,28,83,068 

1917-18 

1,10.21,031 

3,38,68,078 

3,10,- 

2,514 

77,36,028 

3,45,40.586 

11,82,09,137 

1918 19 

1,14,72 432 

3,66,71,903 

3,53.27,294 

83,77,501 

3,80,13,943 

12,98,63,073 

1919 20 

1,27,70,771 

4,00,37,714 

4,06, 

6,985 

99,94,298 

4,54,67,192 

14,88,96,960 

1920-21 

1,50,95,236 

4,40.46,871 

4,53.53,627 

1,15,19,946 

5,08.17,433 

16,77,33,113 

1921-22 

1,70,19,852 

4,87,26,905 

5,09, 

8,107 

1,37,01,594 

5,33,96,311 

18,37,52,969 

1922-23 

1,68,59,993 

4,97,79,820 

5,36, 

32,725 

1,46, W,229 

5,35,00,414 

18,84,77,181 

1923-24 

1,73,25,364 

5,39.14,784 

5,65, 

4,830 

1,43,43,293 

3,69,82,920 

19,91,11.191 

1924 25 

1,99,44,476 

5.72,33,823 

5,96, 

55,211 

1,44,28,713 

5,74,76,096 

20,87,48,319 


Expenditure on Education in each Province 


From From From From 

Provincial Local Municipal From 1 ccs other Total 

Revenues Funds Funds Sources 

2,70,13,288 1,05.89,358 29,99,675 2,19.13,450 1,62,18,061 7,87.63,832 

3,41,87,186 1,23,24.839 33,56,599 2,41.86,519 1,67,67,277 9,08,22,420 

3,65,53,496 1,47,96,608 37,83,709 2,67,07.253 1,86,07.733 10,04,48,799 

4,24,19,119 1,66.84.988 43,87,126 2,86,12,197 1,73,40,928 10,94,44,358 

3.96,03.046 1,80,44,045 46,65,110 3,04,05,277 1,84,02,036 11,11,19,514 

3,91,62,853 1,73,78,535 49,39,083 3,18,71,138 1,95,31,459 11,28,83.068 

4,90.92.368 1,16,48,745 40,60,577 3,33,50,250 2,00,57,197 11,82,09.137 

5,43.25,829 1.27,22.655 46,77,808 3,54,65,704 2,26,71,077 12,98,63,073 

6.31,62,233 1,53,95,816 59,05,423 3,08,80,459 2,75,53,029 14,88,96.960 

7.72.86.445 1,66,12,405 67,78.021 3,78,42,513 2,92,13,729 16,77,33,113 

9,02,30,028 1,68,26,087 79,05,063 3,80,08,648 3,07,83,143 18,37,52,969 

9,36,67,116 1.69,92,394 81,62,348 3.93,50.490 3,03,04,833 18,84,77,181 

9,74.76,422 1.70,28,934 86,54,197 4,33,54,300 3,25,97,338 19,91.11.191 

1924-25 . 9.98.01,594 2.73,26.096 4,68,63,182 3,47,57,447 20,87,48,319 

The expenditure from public funds is not all the expenditure on 
education in India, The above tables show the growth of that expendi- 
ture from the public funds as well as from all sources put together. The 


Year 


1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 


of 15% as the proportion that 
ought to be at School, only 
two out of every five boys, one 
out of every twelve girls, and 
one out of every four of the 
general population, which 
ought to have been at school, 
were at school, at the latest 
date under review 



expenditure in 19^3-/i4 was distributed as folloxvs —university education 
cost 8,50% of the total, secondary schools ^8 25%, special schools 7% 
and buildings, furniture and other indirect expejiditure made up the balance I 
oi 30% of which buildings and equipment cost about 10% and direction and 
inspection about 5%. 

This table shews a more lapid growth on educational expenditure 
during the last ten years, before which it was moie or less stationary 
Healthy as this indication of a more vigorous policy in education matters 
seems to be, it must yet be noted that the_distribution of educational expen 
diture leaves in the back ground the question of the primary education, the 
question of educating the masses of the people. No doubt, since 1910, con- . 
siderable activity is shewn by Government m developing: primary education ; 
and 4he statistics given above prove that the subject is receiving more and 
more attention. But much remains still to be done m this direction. The 
history of efforts for popular education is relatively speaking very recent. 
Government did, indeed, pay some attention, ever since the definite formu- 
lation of an educational policy from 1859, -which was again modified for 
the better in 1882 and 1902 But the changes made at these three dates 
referred principally to higher or university education, rather than the educa- 
tion of the masses. It was not till after the Constitutional Reforms of 1909 1 
that the late Mr. Gokhale first tried to draw public attention as well as | 
that of the Government to the most important question of primary educa I 
tion, In March 1910 he moved the following resolution m the Imperial 
Council ! 

"That this Council recommends that a begmulug should be made m the direction 
of making elementary education free and compulsoiy throughout the country, and 
that a mixed commission of officials and non-officials be appointed at an early date 
to frame definite proposals ’ ’ 

That resolution served to arouse public discussion both in the Council 
and outside ; and, though that year it bad to be withdrawn, the very next 
year, in March 1911, he introduced the celebrated Elementary Educational 
Bill. He shewed by comparative statistics that at least 15 % of the total 
population in any country would be of school-gouig age, i.e. between the 
years of seven and twelve. This was a very moderate estimate. But the 
proportion at school in India was, at the time of the Bill, only 1.9%.* As t 
regards expenditure, he also shewed that while the United States spent 16s.l 
per head of population on primary education, Australia 1 Is. 3d , England and! 
Wales 10s., Scotland 9s., Germany 65. Wd., Belgium 6s 4d., France 4s. lOffJ 

* According to the figures given m the last qmnquenmal report on education in India 
the percentage of population enrolled m elementary shools was 2 83 as against 
19'S7 in theU S A, 13 90 in France. 

16 52 m England 13 07 m Japan 

16 30 in Germany. 3 77 in Russia 

The Indian figure -would be slightly higher »e., a'63 per cent if we include pupils m the 
primary stages of instruction in the secondary schools If we considei the male population 
(done the figure would nse to 3 83 per cent. 
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(jtndi a spent barely \ d^ To remedy these glaring defects m the educational 
policy of India, the Bill “ to make better provision for the extension of 
elementary education ” was introduced. It was a cautious measure, and 
made compulsion only a permissive principle, (l) Before the provisions of 
the Act could be applied m any local or municipal area, a certain proportion 
of boys or girls was to be already at school, the percentage was to be fixed 
by the rules made by the Governor-General in Council. (2) The mumci- 
pality or local board might, when this condition was fulfilled, apply tfie 
Act to the whole or any specified part of the area within the local limits.of 
its authority, but it was not incumbent on the authority to apply it. (3) Even 
when the condition of school attendance was fulfilled and the local 
authority was desirous of applymg the Act, the consent of the local government 
was necessary before this could be done (4) Wherever the provisions of the 
Act were in force, it should be incumbent on the parent of every boy, not 
under six and not over ten years of age, residing within that area, to cause 
him J;o attend a recognised school for elementary education on a number of 
days and for periods to be prescribed by the Department of Public Instruc- 
tion. (5) Ample provisions were made for exemption in individual cases, 
and the local government might further exempt particular classes or com- 
munities from the operation of the Act. (6) No boy required to attend 
school should be charged any fee if his parents’ income did not exceed Rs. 10 
a month, and other remissions of fees were allowed. (7) Wherever the 
Act had been made applicable to boys, it might also be made applicable to 
girls, (8) School attendance committees were to be appointed whose 
duty it should be to complain, after warning, agamst parents of defaulting 
boys before a magistrate. The magistrate was to enquire into the case 
and direct the parent to make the boy attend If his directions were 
disobeyed, the parent was liable to a fine not exceeding Rs. 2 for the first 
oflfence, and Rs, 10 for repeated non compliance. (9) The municipality oy 
district board having jurisdiction over an area where the Act applied, was 
to provide such school accommodation as the department considered 
necessary, and to this end it might, with the sanction of the local government, 
levy a special educational cess (lO) But the local government was also 
to share in the cost, the proportion to be met by local and provincial funds 
being prescribed by rules made by the Governor- General m Council. 

This cautious measure, hedged round with all sorts of- safeguards, 
agamst too rapid an extension of the mass education under-the principle of 
gratuitous and compulsory instruction, and purely permissive m its general 
conception, was nevertheless stoutly resisted. v/To the u pholders of thS ^ 
* Tha average expenditure m India has since Gokhale’s time increased and is now 
nearly 'ed, per head But consider the following comparisons —* 

Country Population Educational Expenditure Cost per head 

U. K. . 45,316,000 34,663,000 IS/— 

U. S. A 105,710,760 450,000,000 84/— 

France ... 39,602,000 23,000,000 11 6/— 

21 



I Bntibh rule in India il seemed a periloub experiment which would shake 
the foundation of British Government in India, if once the masses of India 
should become literate, and should fall under the malevolent influence of the 
“ agitators.” Mr Gokhale might well reply to such critics that the stability 
of British rule in India rested moie on the appreciation of its advantages 
than on the ignorant apprehensions of the illiterate masses.v^ is a curious 
irony of fate which has jn the past exposed the Indian publicist to the charge 
of not being anxious to secure, by his agitation, any but the interests of his 
class < and yet when the same publicist brings forth such measures as these, 
he IS accused of trying to undermine the foundations of British rule in India. 
Great as the advantages of the British Government to India may have 
been, it would be asking too great a price tor its maintenance if 99% of our 
population is to remain for ever illiterate. As regards the objection 
to the principle of compulsion, such as it was, on the ground that the field 
for voluntary effort was not exhausted, and that India was not yet a fit 
country for such experiments, one need only say that without its aid the 
solution of the educational problem should be out of the question. The 
social customs of the people, particularly Jhose concerning the depressed 
classes and the women in general, make it inevitable to resort to compulsion in 
any scheme of universal education Mi Gokhale, whose moderation was indis- 
putable, suggested that the prmciple of compulsion should not be adopted aU at 
once, but only when and where a certain proportion of school-gojng popula- 
tion was already at school, and where, therefore, it may reasonably be expected 
that further progress of education would be very much hastened by the 
adoption of compulsion. Besides, the poor Indian parents would have more 
than one temptation to keep their children from school as soon as there 
would be the slightest chance of the children adding to the slender familji 
budget by their earnings. If this natural but at the same lime injunaus 
parental cupidity wias to be prevented from defeatmg the fundamental aims 
of national development, it would be essential to insist on compulsion. 

Objections of detail were urged against the Bill by the authorities who 
seem to specialise in the tactics of obstruction. The scarcity of efficient 
teachers as well as of good school buildmgs was considered to make it un- 
desirable to extend the then prevailmg system of primary education Even 
granting the objection, the remedy is not to veto proposals for primary educa- 
tion, but to improve the quality of teachers, the character of buildmgs and 
apparatus. Besides, they misunderstood the object of the proposal, who urged 
such objections. Primary education must be extended to banish illiteracy 
from the land The quality of instruction, always important, begins to attract 
attention only when the country has obtained the necessary minimum of 
literacy. V So, too, the objection on the score of finance. The Government 
of India was committed to a heavy and steadily growing expenditure on such 
a department as the Army, running even then into 30 crores a year or more, 
j Mr. Gokhale’s Bill, if it bad become law, would have involved an additional 
I cost per apuum at the rate of Rs. 5 per each pupil, j.e., for 85 lacs pupils as 
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estimated by the official Educational Commissioner of the Government of 
India, of a little over 4 crores of Rupees. This additional cost was, according 
to the suggestion of the Bill, to be shared between the Government of India 
and the local bodies in the proportion of 2 1, so that the net addition to the 
Government of India’s budget would be only Rs 3 crores Besides the BiU 
also provided that the whole of the cost was not to be met all at once, but 
piogressively m ten years, so that the progressive addition to the expenditure 
would be only 30 lacs, an amount easy to be covered by the nonnal increase 
of revenue, which was calculated to be a little ovei a crore a year None of 
the aiguments advanced against this Bill by the obstructionist was so weak as 
this plea of increased fexpenditure Mr, Gokhale, aware of the official opposi- 
tion, had from the beginning left no grounds for attack from this quarter. No 
additional burdens were contemplated , but if any had been, it is now easy to 
prove, with the experience of the war finance before us, that the whole of the 
4 crores could have been met easily m a single year by a simple addition of 
2% to the Customs tariff, or an addition of 10 % to the Income Tax There 
was no question, if it had been so decided, of the willingness of the commu- 
nity to bear additional taxation if it had been imposed for such an end, 

In justice to the Government, it must be admitted that not all the 
objections to the Bill were of official origin The Mohammedans were afraid 
that the provisions of such a Bill might work agamst the interests of their 
community, inasmuch as Mussulman boys under state schools might be 
obliged to learn non-Mussalman languages Mr Gokhale was aware of the 
sensitiveness of the Mohammedans in such matters, and he therefore offered 
concessions which would have satisfied every reasonable Mohammedan. We 
need hardly mention the other puerile objections against the Bill on the ground 
of insisting upon fees, the last from people whose income exceeded Rs. 10 a 
month, or on the ground that m an extremity the author of the Bill, rather than 
sacrifice the Bill on financial grounds, suggested the imposition of an educa- 
tion cess. It was an experiment, and could not, therefore, be expected to 
offer a complete and perfect system of national education 

In spite of an unanswerable case, in spite of the moderation which 
characterised it m every clause, the BiU was lost m the Council chiefly on 
account of the opposition of the official majority The only consolation that 
the Indian public had was the practical acceptance of Mr. Gokhale’s prmciple 
by the Government m their resolution of 1913 

“The proposition that illiteracy must bebioken down, and that primary education 
has, in the pieseat circumstances of India, a predominant claim upon public 
funds, leprasents an accepted policy, no longer open to discussion BpjiJinM- 
cial and administrative reasons of decisive weight the Goa ernmeut of India 
has refused to accept the pnnciple-otcompulsory education , but they desire 
the widest possible e\ten3ion of primary education on a voluntary basis s 
regal ds fiee elementary education, the time has not yet aniiedwhen it is 
pi-actical to dispense wholly with fees without unjustioe to the many villages 
which a,ia waiting for (he piovisjon of schools. The fees derived from those 



pupils vUio can pay them are now devoted to the maintenance and expansion 
of primary education, and a total remission of fees would involve to a certain 
extent the more prolonged postponement oL the provision of the schools in 
villages without them.” 

After thus recognising the principle that Indian opinion had accepted 
long ago, Government have now surrendered their untenable position by 
permitting the Local Governments,— Bombay taking the lead in 1918— to pasa 
Bills making primary education compulsory under certain conditions m 
municipalities and district boards Seven Provmcial Governments have 
so far legislated on these Imes."^ 

Being concerned in this work only with the financial aspecL_we have 
not considered any of the other numerous problems of education in India. 
But as none of these problems is without the financial side, we may here 
append a very brief review of some of the most urgent questions affecting 
the general policy. It has been frequently urged, by Anglo-Indian public 
opinion more prommently, that education in Jndia is top-heavy ; that a -dis; 
proportionate attention is paid to the secondary and university education , 
and that consequently an artificial abundance is created in the labour market 
m one particular kind of labour, which, disappointed in its search for employ- 
ment, joins the ranks of agitators. Agitators, as such, cannot be condemned 
ad hoc- genus ^omiie, since agitation is an mdispensable requisite of social 
progress But apart from this contention of Anglo-Indian critics of the 
educational organisation in India, there is some tiuth in these allegations, 
/According to the last Quinquennial Review of the progress of education m 
I India, as against the '024% of the total population undergoing univesity 
} education in India, there was ‘054% in England, and 014% in Japan If we 
leave out of consideration the female population, this is indeed a high pro- 
^ portion for such a country as India. Besides, if we compare the proportion of 
those receiving elementary education, this percentage of higher education seems 
still higher. Whereas in the USA 19*87% of the total population was 
enrolled in the elementary schools, as compared with the 16‘52 m England 
and Wales, and 13‘07% m Japan, in British India only 3 7%. was in the 
primary schools This is by itself a sufficiently serious state of things. But 
we must observe that, admittmg these statistics, the explanation is tg be found 
in the absence of a good system of universal primary education. The class 
which now receives any education at all in India is a class which will conti- 
nue to demand the highest education, speaking m general terms To reduce 
the proportion, if. it is considered advisable to do so, the best reffiedy would 
be an extension of the primary education 

•Under the latest acts, which are all drafted on similar lines, if a local body re- 
solves, by a 2/3 majority at a special meeting convened for the purpose, to introdnce 
compulsory education in any part of the area under its control, it may apply to Government 
with a definite scheme for the purpose That scheme must be within the means of the 
local body concerned, of course with some assistance from Government As a rule the 
age limit for compulsion vanes from 6 to 10 years, though the period may be prolonged 
• :^Uoular classes and commumtigs may be exempted from attendance , and special 
ffidulgence may be. Shown to cases of bodily infirmity The school must he within walking 
olSSancB, le, a mile from the home Subject to the sanction of the- Local Government, 
edncjauoh where made compulsory is permitted to be free. 
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Besides a proper organisation of primary education, the only other 
remedy of this congestion of higher education is to devise systems of mecha- 
nical, or technical education of a superior type The opportunities for any 
highly specialised education m India are notoriously inadequate. The Govern- 
ment has to recruit its special officers from abroad, apparently on the excuse 
that men of the requisite training are not to be had in India. The only way 
to reduce the pressure on Government departments, or a few select pro- 
fessions, for employment is to diversify the educational organisation by 
offering a rich choice of alternatives. The provision of higher scientific 
and mechanical education is not demanded merely in the interests of the 
labour market of India. The Indian industries, as was found by the 
Industrial Commission which reported in 1918, suffer a serious handicap 
owing to the absence of expert guidance of a scientific or mechanical kind. 
In the general interests of the country at large, therefore, it becomes im- 
perative to ask for a much wider extension of scientific and technical ‘ 
education, 

_ In this work, we are not called upon to discuss the more academical 
questions such as those relating to the medium of instruction ; English 
versus Vernaculars, or those relating to _the introduction of religious and 
moral instruction. But we must say more than a word in passing for the 
education of women and for the instruction of the depressed classes. Given 
Indian social conditions, these two classes will continue to need, for some 
time to come, special treatment. Government would have to abandon its 
traditional policy of non-interference if the interests of the country are not 
for ever to be damaged And any special treatment of these classes will 
involve unavoidably consideiable strain on the public purse To meet this 
expenditure special taxation may have to be resorted to, but we think, if the 
revenue changes suggested by us m the section dealing with the revenues 
of India are adopted, no difficulties of a financial kind would be experienced. 
The present proportion of women is as follows — 

Table showing proportion of women to men in education 


Institutions Women 

Arts Colleges 1,622 

Secondary Schools 44,170 

Primary Schools 1,264,814 


Men Cost of 2 Cost of 3 

Rs Rs 

58.814 1,11,17,222 8,07,31,903 

631.977 
5.690,820 


Total in public 

institutions 1,424,747 7,206.706 


Only 377% of the total population and 1 ' 25 % of the female population 
finds mstruction m India,, Assuming Mr. Gokhale’s proportion of 15% as 
representing the population of a school-going age in a country, the number 
of female pupils will have to be increased to seven times' its present propor- 
tion, and that of male pupils to three times before In^dia can be .said to have 
g^t^med a necessary minimum of education.' Assuming [further that thg 



whole of this inciease showed itself financially m the stage of primary 
instruction only, the addition to the total education iiudgat will be 1 crores 
in the case of institutions foi girls only, and 9 crores for those for boys, or a 
minimum increase of 16 crores over the present budget figures. Allowing 
for the fact that education of women is complicated in many provinces by 
the existence of the purdah, and that consequently female teachers at rela- 
tively much higher pay must be employ'^ed, the increase may even run to 
Rs. 20 crores before a decent system of universal instruction is established 
m India. 

We have no desire to stress, what the official figures make only too 
painfully prominent, the disproportionately laige.sums spent by the Govern.* 
ment of this country on the instruction of the European and Anglo-Indian 
communities m India For about 50,000 European pupils m all stages of 
instruction, the total outlay, direct and indirect, amounted to Rs. 110’49 
lakhs, or about Rs, 221 a head of which Rs. 39‘40 lakhs came from fees and 
475 lakhs from endowments, leaving a net charge on public funds of 
Rs 66‘35 lakhs If it does not seem advisable to reduce this expenditure, 
we would yet suggest that the sense of unequal treatment will not disappear 
unless the authorities add proportionately to the outlay on the instruction of 
the Indian public at large. 

As calculated below oui minimum educational requirements, giving 
effect to the most urgent of these suggestions, will be Rs. 40 crores a year, 
including the interest charges on an educational loan that will have to be 
raised to meet the initial cost of new buildings, apparatus and equipment 
for schools, colleges and laboratories, of something like 50 crores. 

The total educational expenditure would amount to Rs. 40 crores 
distributed as follows , — 


Pnmary Education 

Secondary Education 

University Education , 

Superior Technical Education 

Specicd Schools 

Training Schools 

Inspection and Direction 

Scholarships 

Buildings 

Miscellaneous 


Rs (Lakhs) 
2,000 00 
800 00 
200 00 
130 00 1 
150 00 }• 
75 00 J 
75 00 
100 00 
250 00 \ 
200 00 [ 


Against the present. 
575 ‘ " 

540 
175 , 

150 


95- 

25 

440 


Total 


4,000 00 


2,000 
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to hold any individual statesman responsible — the British rule m India 
has synchronised with the increasing inability of the people to tide over a 
single bad season. And the tragedy seems to be all the more harrowing 
when we consider the means that the earlier rulers of India had at their 
disposal to relieve distress, and those which the modern Government can 
command, and when we compare their relative success. The famines in 
India will, perhaps, never lose their tragic aspect, as long as means are not 
adopted to give the people the staying power m which they are so deficient , 
and this would not be realised until the heavy load of debt which oppresses 
the small cultivator is removed or relieved. The btate demand of land 
revenue, at least in the temporarily settled districts where the State deals 
directly with the cultivator, should also be made conformable to the principle 
of equity in the distribution of the tax burdens, and exemption should be 
granted from the State demand to those agriculturists whose net produce is 
below the bare minimum of existence , the average holding is made of a size 
and extent suitable to admit to economic farming. To achieve these an 
agrarian revolution of the widest dimensions is inevitable. But we 
cannot expect the piesent Indian Government, nor even its Indian substitute 
with only a change in personnel but no change m spirit, to undertake such 
far-reaching fundamental changes. 

A redistribution of land, a wholesale repudiation of agrarian indebtedness, 
an entire re castmg of the land revenue policy with all that it implies 
will, all combined, mean a revolution, the very conception of the magmtude 
and the economic necessity ot which we must despair of our present 
Government— or its Indian disciples — ever being able even to entertam. 

We conclude, then, that even if it be not possible, humanly speaking, 
to abolish famines altogether, the state m India Jias still a reserve of untried 
or imperfectly attempted resources, which can reduce the frequency and 
alleviate the intensity of famines For the rest, it is a matter of time. The 
industrial transition, when accomplished, would by itself render famines 
much less burdensome than they are now. 

V.— Review of the Present Policy of Famine Relief 

The details of the existing policy of famine relief afford very little 
occasion for unfavourable criticism. It is true, mdeed, that relief, as it is 
now granted, has not a faint suspicion of charity, from accepting which 
the better minded of the suffering people most naturally shrink. The aid 
afforded them by private chanty is irregular, inadequate, unreliable. It 
would, doubtless, be a most regrettable waste of national resources , if these 
better kind of people were suffered to die through a sense of pride which 
would not allow them to accept what really is their right as citizens. It is, 
therefore, absolutely necessary that famine relief should be declared 
and accorded as a simple right of Indian citizenship. There are 
corresponding burdens, in so far as Government levies additional taxation, 
in normal times for this purpose. That the people may the better realise 



this right and its burdens, it would be advisable to raise the special revenue 
more directly how the people most likely to be primarily affected by the 
distress. Additional burdens on this the pooiest section of the population 
would not, indeed, be lightly recommended. But we feel that a sense of 
having themsehes contributed, m however small a propoition, is so material 
in brealung down this sense of pride, that we have no hesitation in making 
the suggestion, to be realised, if necessary, by a readjustment of the ta r- 
burdens in other directions so that there should not m the aggregate be any 
unfavourable change. For the same end of a more equitable participation 
m the relief afforded by the State, we would also suggest that the^task of 
administering it be made over wholly to the local authorities, the supreme 
Government retaining the right of a general supervision and occasional 
contributions m cases of e.xceplional hardship, ' 

VI. — Agriculture 

As closely connected with the expenditure of famine relief We 
may notice, next, the outlay on the Agriculture Department. The 
present department has a history of less than 20 years. Prior to 1905 the 
Government of India had, under official control, a number of experimental 
farms ; but the work of the then existing agriculture department consisted 
chiefly m the simplification of the revenue settlement procedure, and the 
improvement of the land records system. The Imperial Agricultural 
Department was oigamsed m 1901 , an Inspector -Generali was appointed 
m 1903 r the establishment of the Agricultural Research Institute and College 
at Pusa led to further expansion, and in 1905 the Government of India 
decided to allot annually ;^ri33,00PI for agricultural experiments, research 
and instruction. Government intended, by this outlay, ultimately to 
establish m each large homogeneous tract of the country an experimental 
farm, supplemented by numerous small demonstration farms, to create an 
agricultural college m each of the larger provinces, and to collect an expert 
staff to run the colleges, to conduct research, and, generally, to help and 
develop the agricultural resources of India. 


At the present time, the work of the agriculture department consisfa 
. j IP experiment and research leading to improved methods of raising 

jcrops^^offighting agncidtuafgesm&a3;iia5riEiinE5~ai^^ 

^ * Provision for famine relief and insurance is nowadays, as already noted, a 
V , entirely. But lest the provincial authorities might neglfot this awful 

resjwnsibihty, the supreme Government has made special rules of the famine insurance 
otmensions by each provincial government The nature of this obligation 
‘ msutpce provision is not quite realised by the powers that be Social 
“if commonest contingencies of hfe generally must be provided on a 
rte principle of decentralised authority may be allowed in actual 
M present writer, Constitution, Ponctlons and 

a suggestion has beerput 
wnnicipalities taking up the obligation of providing social insurance 
life within their Wisdiction, leavi^ 
cnunrat insurance still to the provincial governinenta 
■f This post was abolished in I9tl-12 

t was to be shared with the Civil Veterinary Depaf tment. 



intrdduce m the methods of the Indian cultivator as c ertained improvements by 
demonstr^ion . We need but mention the instance of cotton, the improvement 
of which has from the first attracted successfully the attention of the depart- 
ment New agricultural implements and machinery, suited to the local 
conditions, have also been popularised as the result of the departmental 
activity Information as to progress in agricultural matters abroad is regularly 
disseminated by the department, and attempts are made, by a concentrated 
study of local conditions, to obviate local difficulties as far as possible 


The charges noted m the margin show the growth of the department 
and its activities. At the beginning of the century, the total charges on 


Agriculture charges. 


1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 


Rs 

45.41,220 

51,28,095 

59,02,845 

58,51,695 

65,85,441 

69,60,252 

79,72,863 

84,50,243 

■',16,350 


Rs 


1916- 17 91.74,223 

1917- 18 1,05,31,989 

1918- 19 1,23,46,531 

1919- 20 1,39,52,595 

1920- 21 1,69,25,772 

1921- 22 1,97,94,116 

1922- 23 1,92,21,054 

1923- 24 1,92.76.016 


agriculture amounted to £'10,479 
including figures of the “ local ’’ 
expenditure, which have been 
excluded from the figures of the 
later years In a country so 
largely dependent on agriculture 
for Its national wealth as India, 
this outlay cannot be too highly 
These figures* are taken, since 1911-12, frum „ 

the decennial statistical abstract of the Go\ ernnicnt conimsnded. The absence of_a^ 
of India ric h land-lord class, the ignorance 

of the agricultural classes at large, the ex c essive sub-division of land— all 
combme to keep Indian agriculture bereft of fee benefits of modem scienc^ ' 
and of modern mechan ical improvements. The total national incomp. nf TndiJ , 
estimated at about Ils 2 ,364 crores in ~1921-22,1 is made up of more than 
2,097 crores of agriculturaf produce". To deve lop th is wealth cannot but b e 
of the highest concern to an_ intellig ent, ^mpathetic, national government. 
Of the total area of over 660 million acres available for agriculture in India, 
only about 220 millions or a third is actually cropped , and though nearly 230 


milhon acres are covered by forests or other imcultivable areas, there la 
yet ^ of the total land available for agriculture remainmg uncultivated in 
In4iai§ To brmg this land mto cultivation would require capital and other 


resources, which the ordinary Indian cultivator cannot command without the 
aid of the State. Additional outlay, then, on agriculture in India would, if 
Undertaken, more than repay itself by adding to the wealth of the country, if 
only it is properly distributed. As however the entire problem of agriculture 
m India IS now to be reviewed by a royal commission (1926-27) we need 


not say more on the subject for the present. 


* These figures do not include e-cpenditure on cinchona plantations, botanical 
gardens, or buildings. The total expenditure is distributed as follows — (1914-15). 


Agriculture.. Rs. 64,08,566 Against these charges must bs set off 

Vetennary. . ,. <. „ 22,13,249 receipts amounting to £63,217* 

Co operative Society , ,, 8,31,489 


I See hn article by Sir G. Raish in the Journal of the Royal Statistical Society, 
ly 1914. See also " The Wealth and Taxable Capacity o/ India " by K T. Shah and 
. J, Khambata. 

I Cp, Dutt's Report on Prices in India, 19l2. 

S For these figures, see the Agncultural Statistica of India , 
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VII.— Expenditure on Posts-and Telegraphs 

Unlike the English model, the post office ui India 

has never been 

worked as 

great revenue department. | Taking into consideration the 

poverty of th 

Indian people, the Government of this country takes a legiti- 

mate pride m 

performing certain very common postal services at the lowest 

cost to the people.’ Though the postal 

receipts in the last few years have 

regularly exceeded the corresponding 

expenditure, the 

policy has been 

consistently followed of applying the excess, if any, to the improvement of 
the department, f The sub- joined table shows the constant improvement. 


Year Receipts 

Charges 

Plus or Minus 


Rs 

Rs 

Rs 

1899-00 

. 1,96,24.725 

1,62,93.870 

33,30,855 

1900-01 

. 2,03,57.340 

1,68,73,410 

34.83,930 

1901-02 

2.03.06,835 

1,77,83,205 

25,23,260 

1902-03 

. . 2,14,49,025 

1,87,02,945 

27,46,080 

1903-04 

. 2,36.07.295 

1.94.77,950 

41,29,345 

1904-0S 

. . . . 2.36.39.700 

2,05,01,685 

31,38,015 

1903-06 

.. 2.47,72.155 

2,18,19,030 

29,53,125 

1906-07 

.. 2,62,67,190 

2.31.03,705 

31,63,485 

1907-081 

. . 4.24.61,940 

3.84,86,175 

39.75,765 

1908-09 

4.20.55.755 

4,08,20,235 

12,35,520 

1909-10 

4.24,51,200 

4.13.07,030 

11.44,170 

1910-11 

4,49,11.215 

4,11.30.675 

37.80,540 

1911-12 

4,83,25,557 

4.65,36,052 

17,89,505 

1912-13 

5.15.48.401 

4.69.87.693 

45,60.708 

1913-14 

... .. 5,39.77,789 

4,90.94,761 

48,83,028 

1914-15 

5,39.54,603 

4.88.58,948 

50.95,635 

1915-16 

5.68.12.163 

4,72.45.202 

95,66,961 

1916-17 

6,26.19,109 

5.16.20,803 

1.09,98,306 

1917-18 

6.92.50.348 

5.35.15.945 

1.57,34,403 

1918-19 

8,01,44.507 

5,96,24,310 

2.05,20,197 

1919-20 

. .. , 9,20,61,614 

7.13.43,666 

2.07.17.948 

1920-21 

9.62.00,476 

9.43,66.774 

18,33.702 

1921-22 

... . 9,55,03,001 

10.64.50.720 

-l,09,47.7l9t 

l9iZ-<tS 

10,13,14,477 

9.67.83,565 

45, 30, 912 

1923-24 

10,32.14.321 

9.61.39.276 

70,75,043 

1924-25 

9.97,28,488 

8,97,02.878 

1,00,25.610 

1925-26 R 

E . . „ 10.23,47,000 

9.56,66,000 

66,81,000 

1926-27 B 

; E .. 10.64,65,000 

10.17.50.000 

47,15,000 

* The rah 
fflngdom. and in 1 

^ of carriagf! of the following postal articles are m India, m the United 
France as follows 


India United Kingdom Pranee. 

1 

' Post Cards i anna 



tetters os 

i anna J d.^^J 

nntt S 

anna 10 o^i 

Inna 

tatters ov 

ef J anna 1 d*^! 

nna. 

The qtiarter 
raised to one tone 

anna post-card was abohsbed in 
In 1922 

1921 and the ordlnmy letter postage was 

tvf scj-pius for the year 1920-21 Is due to the recommendations 

Of the Hiwehme Committee, which led to a large increase in the pay, iSc of the postal staff. 



[Ctinhmed on § if9 
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This account, however, of the postal expenditure is incomplete. Non- 
eifective charges, like pensions and rent of buildings, are either not included, 
or charged to other departments, like the P.W.D. But this complaint is 
common throughout the financial organisation in India, 

Before 1883, the Indian telegraph department was kept strictly 
separate'from the post office, In that year arrangements were made to make 
certain post offices also serve as telegraph offices, The beginning of a union 


Concluded from ^ge 375] 

Keoeipts, charges and general financial position of Post Office in 1923-26 


Receipts— 

Postage realised in 

cash 

Deduct — Refunds 
of postage 


Rs 

17,61.513 

2,647 


Gross sale of ordi- 
nary postage 
stamps 

Deduct— Civil 
Dep a r t m e n t 

share 

Net payment made 
by India in res- 
pect of corres- 
pondence and 
parcels exchang- 
ed with other 
countries 


,05,07,396 

47,39,000 


1,31,029 


Net Post OfiSce 
and Telegraph 
Depar t m en t 
share of sale of 
ordinary postage 

stamps 6, 

Gross sale of ser- 
vice postage 
stamps. . 


46,07,971 


58,99,423 

85,97,061 


Total Post Office 
and Telegraph 
Depar t m e n t 
share of sale of 
postage stamps 
Deduct — T e I e - 
graph Depart- 
ment share 


7,44,96.486 

2,07,70.476 


Amount Charges— 

R. 

Control 

Office of Accounts 
and Audit 

Presidency and 
17,58,866 District offices 
Conveyance of 

malls — 

Subsidies and pay- 
ments to Rail- 
way Companies, 
Receipts and 
Charges 

Stationery and 
Printing 

Stores and Work- 
shop Establlsh- 

Miscellaneous ... 

Superaunua 1 1 o n 
allowances and 
pensions 

Payments to Bn 
tish Treasury 
under Postal ar- 
rangement 


Amount. 

Rs 

37,68,819 

21.26,461 

4,29,36,871 


1,22,15,325 

25,44,204 

25.028 

4,47,196 

22.02,290 

3,01.470 


Total Charges . 


6,63,67,664* 


Exclusive of Credit for services ren- 
dered by Posts and Telegraphs Depart- 
ment to other Departments Rs 23,77,23. 


Net Post Office 
share of sale of 
postage stamps 
Receipts on ac- 
count of money 
orders and Bn- 
tish postal or- 
ders 

Other Receipts 


5.37,26.010 


Total Receipts as per Post 

Office Accounts for 1924-25 6,69,91,276 



thus made ^as further considered in 1905, and the accounts, as noted above, 
began to be shown as one item since 1907-08 In 1910, the two departments 
were reorganised, and their circles were made co-term.inous. From April 
m2 the Director-General of the Post Office was also made the Director- 
General of Telegraphs, ind the expenment has since been completed m the 
fusion of the two departments into one Since 1906 the entire postal service, 
including the telegraphs, has been maintained at the cost of the imperial 
revenue, the administrator of the old district postal arrangements, originaUy 
vested in district officers, being now entrusted to local postal authorities. '' 


The Indian telegraphs department, in spite of a very rapid growth 
Net result of the business m the 
Yeais Receipts. Charges p,„s or minus 


1861-62 

1875-76 

1895-96 

1905-06 

1919-20 

1923- 24 

1924- 25 


Bs. 


7,34,520 35,82.230 

30,90,400 49.06,240 

10 85,940 8,97,853 

1,40.97,810 1.61.47,335 
3,77,29,580 3,16,35,808 
3,15,77,703 3.75.73,492 
3,27,70,923 3,37,43.676 


Rs 


present century, has not 
yet shown financial results 
which could be compared 
to the postal department. 
The table in the margin 
shows its development. 


-28,47,710 
-18,15,840 
1,83,087 
-24.99,525 
59,93,772 
-59,95,889 
- 9,71,753 

But m considering the net financial results of the Indian telegraphs 
department, it must be observed that (») a part of the income of the 
department is absorbed by the railways which despatch a number of public 
telegrams The telegraphs department "has not the monopoly of the 
telegraph business as the Post Office has of letters and parcels, &c. The 
expenditure on telegraphs mdudes building and stationery charges, as 
also the non-effective charges of pensions etc. On the -other hand (c) 
the telegraph department accounts for a considerable amount of capital 
outlay, which amounted, from 1851 to 1924-25 to Rs. 19,89,62,832 ; 
but in considering the profits of the department no allowance was made 
until 1918-19 for the interest on this capital which at 4% would account 
for more- than 75 lakhs, In 1919-20, interest on capital outlay was 
debited for the first time against the revenues of the telegraph depart- 
ment, and amounted to Rs. 54 lakhs, while the capital outlay at the end of 
the year amounted to Rs, 14,67,68,805 1 Similaily (d) the annual charges 
of construction, though regarded as a capital outlay, are included in the 
ordinary revenue and expenditure account If we add the interest- on the 
capital outlay in connection with the telegraph service, the surplus shown in 
the combined account of the post office and telegraphs will be substantially 
reduced m the later years. r 


The post office and telegraph render very considerable services to the 
Government, the financial measure of which is to be found in the amount of 
service stamps and state messages, included in the revenue side of the 


* The operations of the Imperial Post Office also include those of the Native States 
that have no such arrangenjents of their own, as well as those, that,' like Kashmere, 
Baroda and Mysore, have surrendered their independent organisation 

t Table analysing the receipts and charges of the telegraph dept 1924-25. 

[Conttnued on p, T$f 
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account, These payments by the state are only cross entries in the 
public books of account. If these receipts -were excluded from the account, 
there would be a distinct-deficit in the Indian post office and telegraphs 
budget, 

As regards the other business conducted by the post office, besides 
conveying letters and parcels, we need mention only the Savings Banks and 
the system of Money Orders and Value Payable Parcels service. Govern- 
ment Savings Banks were established in the presidency towns as early as 
181.3, and in the districts in 1870. The post office opened such banks in 


Concluded from p 180] 


Rs 

Receipts— 

Message revenue 3,49,71,710 

Total Deduction 99,11,922 

Net message reve- 

Mlsol. Revenue- 
Rent of wires and 
insti-uments leas- 
ed to Railways 
and Canals 39,58,804 

Rent of Tele- 
phones 27,03,980 

Other Receipts— 

Royalties from 
Telephone Com- 
panies 2,47,234 

Recoveries from 
Guarantors 87,305 

Trunk Telephone 
Call fees 4,38,250 

Sale of books, 

foims and maps 11,314 

Sale of Telegraph 
Gazette 18,532 

Wireless Branch, 
fees & Royalties 19,031 

Other Items 1,21,512 

House rent Recov- 
eries . 33,485 

Special recoveries 3,287 

Recoveries on ac- 
count of Elec- 
tric Installations 9.604 


Telegraph Dept, 

Rs 

Charges— 

Net Control 
Net account and 
Audit . 

2,50,59,788 Total presidency 
and district of- 
fices 

Net Store and 
■ Workshop Es 

tablishment 
Total Stationery A 
Printing 

Net Maintenance 
of Telegraph 
lines 

Interest on Dept 
Superannuation 
allowances and 
Pensions 


Rs Rs, 

11,33,692 

1,17,898 

1,41,77,266 

10,18,606 

2,61,970 

55,74,344 

68,59,192 

6,92,193 


Total charges as pei 
Telegraph A/c ... 3,02,97,011 


In addition, the capital account is charged 
with interest Rs 67.71,167 in 1924-25 
and miscellaneous chaiges of 
Rs 34.46.665’ 


Total Receipts as 
per Telegraph 
A/c 


3,27,71,946 



1882-83, and took over the Districts Savings Banks in 1886 and the 
Presidency Savings Banks in 1896 The number of depositors has steadily 
grown till they now number 2,164,473 (1924-25) while the deposits 
aggregate Rs 18,50,10,695, Interest was allowed on all deposits upto 
1905 at 3^- per cent, per annum and since that date at 3%. The attempt 
made in ihat year to attract fixed deposits at a slightly higher rate of 
interest proved abortive, and was discontinued in 1911, During the war 
the desire to popularise the various public loans has led to a further deve- 
lopment of the banking facilities afforded by the post office m India, which 
will be more particularly noticed in the section dealing with the public debt 
of India. 

The Money-Order system, like the savings banks, is an imitation of the 
Engbsh practice. It is confined to the remittance of money from one place to 
another at a charge of Re. 1 per 100, a charge far m excess of the banker’s 
commission for inland remittances, wherever proper banking facilities are 
available in India. In 1924-25 nearly 344 million money orders were paid, 
remitting 86,40,57,417 rupees, including the foreign Money Orders amounting 
to Rs. 3,66,20,631. The post office derives a revenue of nearly a crore of 
rupees from this business The only improvement on the English model is the 
introduction of the Value Payable Parcel System, under which the post 
office undertakes to collect the price of parcels, sent through post, from the 
buyers. But the system, though an improvement, loses much of its value owing 
to the limitation of 1 2 lbs on parcel weight and also owing to its being confined 
to India exclusively.’ The carriage of insured articles accounted for nearly 
54 million letters and parcels in 1924-25 aggregating in value Rs. 13*30 
crores. The value payable parcels numbered 1 14 million and were valued 
at 19*87 crores in 1924-25. 

As already observed, the Indian Government prides itself on the 
lowness of the charge m connection with the post office The inland post 
card was sold since its mtroduction m 1879 at 4 anna, while the inland 
letter was charged at 4 anna. The weight carried for 4 anna was 4 
tola between 1869 and 1905, 4 tola between 1905 and 1907, and 1 tola or 
2/5 of an oz. since that date. The one anna weight was raised m 1907 
from l4 tola to 10 tolas. Since 1908 the newspaper rates have been reduced 
half, being now S tolas for 4 anna, 40 tolas for 4 anna, and extra 4 anna 
for every additional 40 tolas or fraction thereof f Inland parcel rate was 
reduced by half in 1907, while one anna for 4 oz. rate applied to all letters 
to England, the British possessions and Egypt upto 1922, when it was 
raised to 2 annas. The telegraph rates were of three classes prior 
to 1909. ordinary, urgent and deferred, the ordinary being Cl 883- 1903) 

1 rupee minimum, or 1 anna, per word, the urgent being double, and 
deferred half the ordinary charges. In“ 1904-05 a deferred telegram of 10 


’ Since May 1920, the system has been extended to the United Kingdom 
+ The budget of 1921-22 increased these charges still further 
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Words for annas 4 was introduced, additional words being charged at 
1 anna each as before In 1909, the deferred rates were abolished, and 
the two classes of ordinary and express established, the former being 
charged 6 annas for 12 words, and ii anna extra for each additional word, 
the latter one rupee and one anna respectively. Special rates are allowed 
for press telegrams ; and facilities have, since 1912, been introduced for those 
who cannot avail themselves of codes, for deferred telegrams m plain 
language at half the usual rates between India and the United Kingdom or 
the British possessions 

All these rates were substantially increased during and smce the late 
War. After eight years of peace this tax on communication has not yet 
disappeared. 

The telephone service m India is in private hands, but the wireless 
telegraphy is in the hands of the State. For the telephone the Government 
^obtained a gross total rental of Rs. 47,72,325 in 1924-25. 

VHI.— Critique of the Indian Postal Finance, and Suggestions for 
Improvement 

The post-office in India has great possibilities as a revenue depart - 
men t, with out adding in the least to the tax on co mmunications So far 
the department has been administered perfunctorily on the English model, 
the Indian Government taking credit only for its relatively low rates as an 
improvement. We, in India, have introduced none of those labour- 
saving appliances, which, like the automatic stamp _ selling machijje, while 
affording a more regular and continuous service to the public, reduce very 
considerably the charges of the department. Our postal parcels service, 
m spite of a very considerable system of State and guaranteed railways, 
IS limited to 11 or 12 lbs. to the great inconvenience of the public, and 
considerable loss of revenue to the State, The limit on the weight of parcels 
was mtelligible when they had to be earned by runners or vehicles driven 
by animals. But in these days of railways, the limit is harmful alike to the 
State and the public There is no doubt that the State would gam consider- 
ably if the limit were raised to 1 cwt or even to 1 maund of 82 lbs., even 
though the charges w'ere levied uniformly according to weight alone and irres- 
pective of distances. With the one maund limit, there ought to bean 
addition of about a crore of rupees net to the postal revenues at the most 
moderate •calculations.”' The Post Office Savings Banks impose rules 
on their depositors alike vexations and uneconomical as to the interest 
allowed, the time for withdrawal, the maximum and minimum interest 
allowable etc. There is no reason why the deposits may not be doubled with 
proper attractions and facilities. And if the most profitable employment of 
the money thus obtained is carefully thought out, the Govetnmenh might 
remove from their shoulders the dead Weight of this floating debt, Without 

* There are no means for more elaborate calculations except the fignre supplied 
by the Railways The above estimate is very rough 



reducing by an iota the safety of the depositor On the maximum possible 
deposits of Rs 50 crores, the i% rate would mean a charge of 2 crores , 
but the money handed over to an industrial or land bank guaranteed 
by the State would yield at least 6%, if not more, and thus afford a 
practical saving to the State of 1 ciore at the same time that the 
public gets better mterest 1 he introduction of the system of the postal I 
chegue may well be suggested m this connection It would very much 
cheapen the inland remittance, and yet add to the income of the State 
The money order receipts now amount to nearly a crore of rupees If 
this service is continued, and a special postal cheque introduced for the 
benefit of the depositors, not only would the deposits increase in amount 
and their balance be more substantial and more regular, but the addition to 
the stamp revenues and remittance charges at i the present rate would be 
considerable At 1% the present income to the State means remittances of 
90 crores. If half this amount is added to the deposits, that would mean 
Rs. 40 crores in current account, on which the mterest difference would alone 
add to the public mcome 2 crores. The ai^itional charge for the service 
would barely add 5 lakhs to clerical and similar establishments Lastly 
the post office has a very large field for development as insurance agency 
to the pubbc_at large. The private insurance companies now levy a tax of 
several crores even in such a backwaid country as India, where insurance 
benefits are so little understood. The State would afford a much better security 
to the assured than the private company, intent on finding every subterfuge 
or legal trickery to evade or reduce its liability eyen if the charges are 
identical--'' If all these changes are given effect to, and the department is 
worked economically enough to combine revenue considerations for the 
State with the demands of public service, it would not be difficult to obtain 
a clear net additional annual income of Rs 5 crores from, the post office in 
the very first year, with every promise of regular increase with the develop- 
ment of the country .4 


^ T-* treatment of this question of development of the oost offiof. 

Hw Fabian Society publication (1916) “ How to pay for the War ” See also the 
turn Fumttons and Finance of Indian MumctpahUes, by Shah and Bahadurji 

1, .t An id^ of the volume of business transacted by the Indian Post Office mav 


(Articles of the letter mail 

Paid unregistered letters „ 478,328,996 
Registered let- [ '“'dmary 34,357,062 
t£r3& packets , 

,, t- 5,441,612 

lusurcd letters ,4 4,438 109 

342,365’,0S0 

K«®sttted " newspapers... 74, 378,525 

Had issued money orders to the amount of Rs. 87.72,33.464 m 1924-25. 


ToM for 1924-25. Ord unregistered packets ,, 
478,328.996 (Artidles of the parcel mad) 

Ord registered parcels 
Insured parcels 
Value payable registered 
parcels , 

Ord unregistered parcels ... 


6,061.534 

1,207,567 
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IX. — Mint,* Civil BuUdins^s, P orts and Pilotage 


The charges m this section are comparatively unimportant. Since 


\ ear Receipts 

Rs 


1899- 00 

1900- 01 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 

1919- 20 

1920- 21 


51,76,365 

4,75,93,125 

83,30,535 

61,68.570 

4,32,71,640 

30,96,150 

48,17.745 

62,92,470 

66,58,770 

15,38,310 

18,89,295 

29,41.650 

55,06,507 

73,10.375 

50.97,614 

10,42.465 

15,28,767 

1,03,47,982 

77.61,011 

2,74,02,212 

2,67,99,408 

73,48,809 


Charges 

Rs 

8,38,620 

4,72.91.383 

73,60,435 

63,60.210 

4,17,13,775 

17,68,155 

18,01,185 

24,92,970 

24,73,515 

28,81,935 

21,55,995 

13,83,536 

17,47,600 

21,35,152 

19,89,449 

21,25,231 

13,40,590 

25,11,174 

25,10,727 

45,87,146 

51,41.084 

28,69,400 


the ^closure of the Indian mints to 
the free coinage of silver, the mint 
has become a Government mono- 
poly, An abstract of receipts and 
charges in connection with the 
mint IS given in the margin The 
swollen receipts and charges in 
1900-01 and 1903-04 are due to the 
heavy coinage in these years when 
the Government had not yet defi- 
nitely resohed upon creditmg the 
large profits to a separate head of 
the Gold Standard Reserve. So 
great was the confusion that they 
treated the profits, of 1901-02 as an 
extraordinary surplus, which may be 
utilised for purposes of famme 
relief in that period. The surplus 
of receipts over expenditure arises 


from the fact that the Indian mint is frequently engaged in hea#y^oinage 
for other governments to whom a fee is charged for the service. Partly the 
surplus is also the result of profits on small coinage. The following items 
constitute details of the mint charges in the Budget of 1926-27. 


Mint 

Accounts 

1924-25 

A. Total charges for Calcutta Mint 3,37,196 

B. ,, Bombay ,, • 4,79,944 

C Loss of Coinage 3,81.748 

D. Purchase of Local Stores 603,31 

E. Works 

F. English charge (High Commis- 

sioner) on Stores . •• 


Revised 

Estimates. 

1925-26 

4.47.000 

4.95.000 

3.66.000 

1.90.000 

97.000 

18.000 


Total . 13,67,814 16,12,000 


Budget 

Estimates 

1926-27 


3.76.000 

2.30.000 


20,000 

16,86.000 


» Th5 mint figures proper ' 


But were inflated on account of currency 
additions, the combined figures being 


Year 


Receipts 


1921- 22 

1922- 23 

1923- 24 

1924- 25 

1925- 26 

1926- 27 


14,89,091 
26.94,411 
17.34.017 
41,77,522 
B,E, 32,31,000 
R E. 25,22,000 


Charges 

Rs 

16,73,299 

15,95.525 

15.54.647 

13,92.373 

16.69.000 

17.22.000 


Year. Receipts Charges. 

Rs. Rs. 

1921- 22 4,37,42.093 1,07,48,311 

1922- 23 3,62,03,131 1,03.09,731 

1923- 24 3.12,73.991 99,07,393 

1924- 25 3.99,32,894 71,41,079 

1925- 26 4,61.55,000 71,94,000 

1926- 27 4,29,68,000 78,24,000 


24 



X, — Ports and Pilotage 


The ports and pilotage charges consist of the marginally noted items 
which hardly call for any comment. 


Budget Estimates for 1926-27 

1. Salaries and allowances . 

2. Victualling &c 

3. Purchase of marine stores and coal 

4 Pilotage establishment 

5 Ports . 

6. Lighthouses and Beacons . 

7. Charges in England 


Ports and Pilotage. 
Rs. 

1,62,150 

40.000 

. . 6 , 00,000 

8,91,000 
5,27,096 
13,96,754 

5.000 

Total 36,22,000 
Receipts , 24,90.000 


In connection with the charges of civil buildingSj we may observe 
that the outlay m connection with the new Delhi was defrayed out of 
current revenues. The late Mr. Gokhale was against this course, and advo- 
cated that this expenditure be treated as a capital charge, which should be 
met from the borrowed money. As the works cannot be called productive, 
it would be difficult to sustain this contention on sound financial grounds. 



CHAPTER VI 


Expenditure of the Government of India in England 


I. — Constitutional Aspect 

The expenditure of the Government of India in England — the so-called 
home charges — though already considered under the general expenditure, 
require special consideration for special reasons. This expenditure is, 
in the first placcj outside the control of the Government of India, as it 
is disbursed by the Secretary of State, on account of the Government of 
India in England. In any scheme of economy that the Government of 
India might desire to introduce, this large expenditure, amounting to nearly 
30 million pounds a year, or about 25 per cent of the total expenditure of 
India, — must necessarily be left out We have discussed elsewhere the consti- 
tutional changes that must be made m order to bring the whole of the 
expenditure of India under the control of the Government of India. We 
shall here merely observe that this extra Indian expenditure requires special 
study, as its peculiar character is likely to give nse to considerable mis- 
understanding The Indian public opinion has, ever since the late Mr. Dada- 
bhai Naoroji published his book on "Poverty and Un-Bnttsh Rule tn India," 
unanimously considered these home charges as a net loss to India without 
any correspondmg return. The peculiaiity of this expenditure cannot be 
denied by the apologists for the Government of India. But they have 
strenuously endeavoured to show that India receives an equivalent return for 
the home charges. We shall state and examine briefly these two views 
below. 


The 


Year. 

1839-60 

1860-61 

1861-62 

1862- 63 

1863- 64 

1864- 65 

1865- 66 

1866- 67 

1867- 68 
186^-69 

1869- 70 

1870- 71 

1871- 72 

1872- 73 


following table shows the growth of the home charges : — • 


Amount Year. 
5,042,945 1873-74 

5,394.646 1874-75 

5,209,264 1875-76 

4,943,425 1876-77 

4,777,630 1877-78 

4,802,401 1878-79 

4.981.185 1879-80 

6,704,602 1880-81 

6,832,419 1881-82 

7.951.186 1882-83 

7,677,850 1883-84 

8,018.253 1884-85 

7,758,353 1885-86 

7,916,869 1886-87 


Amount 

7,635,463 

7.888,817 

7.902,346 

13.229,646 

13,756,478 

13,847,219 

14.543.277 

14,418,986 

14,399,083 

14.101,261 

15.030.195 

14,100.982 

14,014.733 

14,409.949 


Year 

1887- 88 

1888- 89 

1889- 90 

1890- 91 

1891- 92 

1892- 93 

1893- 94 

1894- 93 

1895- 96 

1896- 97 

1897- 98 

1898- 99 

1899- 1900 


Amount 

15,389,065 

14,983,221 

14,848,923 

15,568,875 

15,974,699 

16,331,541 

15,826,815 

15,707,367 

15,603,370 

15,793,836 

16,198,263 

16,303,197 

16,392,864 



Year. Amount. Year 


1900- 01 

1901- 02 

1902- 03 

1903- 04 
190-1-05 

1905- 06 

1906- 07 

1907- 08 
190S-09 


17.200,937 1909-10 

17,368,655 1910-11 

18,361,821 1911-12 

•'18,146,471 1912-13 

19,473,757 1913-14 

18,617,465 1914-15 

19,028,408 1915-16 

18,487,267 1916-17 

18,925,159 1917-18 


^Amount Year, 


Amount. 


19,122,916 

19,581,563 

19.957,657 

20,279,572 

20,311,673 

20,208,598 

20,109,094 

21,145,627 

26.065,057 


1918- 19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 

1925- 26 R E 
, 1926-27 B E 


23,629.495 

25,541.288 

30,964,509 

31,698,354 

31,744,737 

34,156,480 

30,093,456 

27.807.700 

27.264.700 


The following items make up the total of home charges.! 


Home charges, 


Hems. 

1907-08 

1910-11 

1913-14 

1924-25. 


£ 

£ 

£ 

£ 

Interest ordinary 

1,763 

2,272 

2,087 


,, Railways 

3,118 

3,397 

3,706 


,, Irrigation 

108 

112 

119 


Total , 

4,990 

5,781 

5,913 

8,116 

Post, Telegraph and Mint 

226 

191 

278 

399 

General Administration Charges 

432 

403 

461 

521 

Miscellaneous Civil Charges. . 

2,552 

2,608 

2,668 

2,244 

Railwayt Revenue A/c 

. 4,984 

5,343 

5,294 

8,609 

Public 'Works 

68 

80 

101 

18 

Ml! Charges 

, 5,006 

5,063 

5,463 

10,096 

Dir, Dem on revenue . 

. 116 

92 

115 

88 

Famine Relief, etc 

13 

19 

17 


Total Home Charges 

... 18,487 

19,581 

20.312 

30,091 


Another reason which makes the Study of the home charges interesting is 
the connection of that expenditure with the currency organisation of India. 
From 1873 to 1899 the continuous fall m the gold value of the rupee was 
most clearly brought home to the Government of India owing to their heavy 
obligations in gold. The fall of a single penny m the value of a rupee meant 
an additional charge of one crore of rupees on the Indian expenditure. All 
throughout that period the Government of India were intensely anxious to 
imninuze their extreme difficulties. Even after the settlement of this ques« 
tion, the disbursements of the Government of India m England have kept 
up their importance in connection with the regulation of the Indian currency 
system, In another work, we have examined this connection more fully§. 


* The figures are nf the gross home charges For the last 3 years they are 
for the Central Government only, being the Revised and Budget Estimates respectively for 
the last two years 

t The figures are m thousands sterling In 1924-25. the Miscellaneous Civil Ch^ges 
include Famiue Relief 

t The Railway revenue account is exclusive of interest charges on capital invested 
in State Railways, &c or 

• I See Indian Currency, Exchange and Banking by the present writer. 
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II.— Analysis of the Home Charges 


Leaving out of account the minor groups or items, the total estimated 
home charges of million in 1924-25 may be considered under the 
following divisions — 

(In million sterling) 


1 Interest 

2 Army charge"? 

3 Railway levenue A/c 


£ 

8 116 4 Miscellaneous Civil charges 2 244 

10 096 3 Civil Administration . 521 

8 609'*""' 6 Miscellaneous .. . 506'"' 


Of these items interest on debt may be split up, as in the preced- 
ing table, into that on the ordmaiy unproductive debt, and that on productive 
debt. Before the wai, the ordinary charge U'as 4Q per cent, of the total 
chaige, but owing to the increased charges on the large war loans, that 
item has grown considerably in the last five years, It will be more fully 
treated of in anothei chapter. 

We have already discussed the military chatges incurred m England. 
The railway charges consist of (a) interest on capital borrowed for State 
railways, (b) annuities bv which some lines are being acquired by the 
Government, and (c) the profits of the guaranteed companies. The railway 
and irrigation expenditure is dealt with in the section dealing with revenues. 


Payments m connection with the civil departments m India include 
postal and telegraphic subsidies, allowances to Indian Civil Service candi- 
dates, examination fees, maintenance of lunatics, etc The charges of 
the India Office, considered by Indian public opinion to be more fitly 
chargeable on the British exchequei, have already been considered under 
general administration, as also the pensions and furlough, etc charges, 

AU these home chaiges are, since 1899, in normal circumstances, met 
from "the proceeds of the Council Bills sold m England on India, As the 
exports of India are always in excess of her imports, our foreign debtors 
must remit to India the net value of this excess To do so, they buy bills on 
India offered by the Secretary of State for sale, and the proceeds are applied 
for the payment of the home charges The buyers send the bills to India 
where they are cashed at the Indian Government Treasuries. As legards 
the Indian exchequei, the result is, therefore, the same as if the amount had 
been directly remitted to England. Before the Indian mints were closed 
to the free coinage of silver, the price which the Secretary of State obtained 
for his biJte, was deteimined by the gold value of silver bullion If bills 
were offered at a rate less than the market rate of silver, importers could 
adopt the alternative of purchasing bullion and sending it to India. Uptil 
1871-1872 the gold value of the rupee had, except m one year, always 
exceeded 22d. The increasing production of silver, and its reduced employ- 
ment for monetary purposes due to the cuirency policy of Germany and other 
countries, led from 1873 to fluctuations with a constant downward tendency, until 
in 1895 it reached the lowest price of little more than 13<7.=Re. 1. As the 
pries of silver fell, the Secietary of State obtained worse and worse terms 



for his bills ; or m other words, the Government of India had to pay a 
continually increasing toll to meet the sterling expenditure in England. 
Thus rose the principal, though not the only, cause of the loss by exchange, 
The changes m the currency system adopted in 1899, and discussed m 
another work, resulted in stabilising the value of the rupee allowing for 
very slight variation on either side of 16d. These limits were firmly main- 
tained until the end of 1916 A good deal of financial embarrassment and 
instability, which was so characteristic of the Indian finance in the last 
three decades of the nineteenth century, was thus removed At the present time 
the sale of Council Bills is necessarily connected with the amount of expen- 
diture incurred in England and chargeable to the revenue of India. The 
constant growth of the home charges has occasioned much anxiety, not only 
because it is a very great burden on the Indian revenue and outside the 
control of the Government of India, but also because so long as this heavy 
charge is maintained, there would be no possibility of increasing the expendi- 
ture of the Government of India on the more necessary items of education 
or sanitation, or the economic development of the country. 

IH.— The Drain 

The most important problem in connection with the expenditure of the 
Government of India m England is the question whether the amount of the 
home charges represents a tribute levied by England from India. Is it an 
“economic dram”’ At first sight it would appeal that 30 millions of 
pounds or so spent every year in England brings no corresponding benefit, 
and that therefore it represents the amount of the dram from India due to 
the political connection between England and India If, however, we 
examine the question more thoroughly, we find that the trade of India has 
invariably shown the phenomenon of a steady excess of exports over 
unports. The excess of exports over imports is not any indication of 
the economic position of the country concerned. Before we can strike 
a proper balance of trade in favour of or against any country, we must 
remember that there are several items which do not figure at first sight in 
the amounts of exports and imports. Thus, for example, the loans raised by 
one country abroad until converted into merchandise would not be recorded 
in the trade returns, as also the annual interest on these loans paid by the 
debtor country to the creditor country. Similarly, the earnings of native 
merchants livmg abroad, and foreign merchants living within, a country, as 
well as the expenses of foreigners within a country and of its own citizens 
abroad, must also be included before a correct balance can be struck. The 
services rendered by ships would also usually escape enumeration m 
the ordinary trade returns On the whole, however, it will be true to say 
that ultimately all these items would be accounted for in one way or another 
under the trade returns. And we may, therefore, take the excess of exports 
as a good indication of the extent of the favourable or unfavorable balance 
^ international indebtedness of that'country. 
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On this basis we find the following table summing up all the available 
factors affecting the argument . — 

(The figures are %n lakhs) 


1904- 05 

1905- 06 

1906- 07 

1907- 0h 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 

1917- lS 

1918- 19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 

1925- 26 

Leaving out of account the figures for the war years, as being 
abnormal, we find the net excess of exports in fifteen years amounting to 
^296,454,675, while the total of the home charges during the same period 
was ;^322,534,786 The total debt incurred in that period m England, 
allowing for the repayment of debt, was ^50,941,551. Deducting the 
amount borrowed from the figure of the home charges, since the loans raised 
in England would be equally available for the payment of the home charges, 
we find the total of the charge payable from the current revenues to be 
£'271,159,323, which, deducted from the total figure of the net excess of 
exports, leaves about £”24,461,440 to be accounted for. Indian publicists take 
that figure to represent the remittances of the English private gentlemen resi- 
dent in India and able to show a margin of profit on their annual operations, 
which they remit to England It would not be very inaccurate if we take the 
annual figure by which India is drained to be about £"20 millions or 30 Crotes 
of rupees It has been argued that the figure of the net excess of exports is 
not dmte properly taken to show the disadvantage to India, as that figure 
includes the imports of stores on' Government accoimt. These stores are 


Excess of Home charges 
Exports from of the Govt 'of 
India India 

53.31 29.20 

49,73 27,93 

59.72 28,92 

40.83 27,72 

24,35 28,38 

65.83 28.68 

76.26 29.37 

83,94 29,95 

79.69 30,42 

57.70 30,46 

37,24 30,31 

61.31 30.16 

87,11 31,72 

80,55 39,10 

66,76 35,44 

1,11,06 38.31 

81,21 46.44 

21,75 46,23 

69,86 46,52 

1,25,96 44,97 

1,55,01 41,27 

1,61,24 36,87 


Net public Debt Treasure 
Incurred Imported 

5,21 22,97 

25,12 16,18 

6,25 38,86 

16,08 36,83 

8.45 16,42 

15,61 31,12 

13.54 32,61 

2.73 43,09 

4.35 51,20 

0,17 36,36 

4,09 16,52 

3,57 3,71 

11,56 32,03 

1,73,76 44,22 

11,47 62.36 

8.91 64,56 

52,34 8,59 

49,19 12,23 

25.30 52,21 

27,65 

94,27 

. 51,88 



charged against the revenues and are as such included in the home chafges. 
But as India presumably received an equivalent m the amount of the stores, 
It ought to be deducted. This leaves the net dram to be still over ^15 
millions. 

As already observed, Indian public opinion considers this amount 
to represent the annual tribute exacted from India owing to her political 
dependence on England, and consequently the measure of the annual im- 
poverishment of this country' The apologists of the present Government 
have endeavoured to show, by plausible arguments, that the assumed dram 
either does not exist, or is made up for by the equivalent ni goods or services 
received by India m return. We shall briefly examine below the mam 
contentions on either side t 

(l) The charges paid by way of interest on capital borrowed constitute 
the most important item of the home charges. These charges, it could be 
argued before the recent war, consisted of the return, to a large degree, on 
capital invested m India in productive enterprises like the railways and 
irrigation works They must be paid if the resources of India are to be 
developed, and India is to take her rightful place among the nations of the 
world in matters of industrial activity. As Indian capital is either in- 
adequate or unwilling to be mvested m these projects, foreign capital must 
be raised for the purpose , and interest on such capital is nothmg but a 
legitimate economic return, which should not be classed as dram from India. 
India IS by no means the only country in this predicament. Besides, the 
advantages of such borrowed capital are not confined to a development of 
the national resources , the increased amount of employment, and, conse- 
quently, the increased earnings add to the wealth of the people of all classes. 
Apart from capital borrowed on Government guarantee (which alone figures 
m the home charges proper) private capital invested in India in such indus- 
tries as tea or jute perform the sam e service i The case as it is thus presented 
* See on this point the Wealth and Taxable Capacity of India, by the present 
writer and Mr. K. J, Khambatta The net import of these stores amounted to ^ 4 3 
million a year, a total of £65 8 million in 15 yeais — 

Year £ Year £ 

1900- 01 2.844,779 1908-09 ... . 4,931,501 

1901- 02 . 4,554,106 1909-10 , 3,671,797 

1902- 03 . . 4,300,014 1910-11 . . 2,484,000 

1903- 04 . , 4,707,602 1911-12 3,558,000 

1904- 05 . . 5,017,833 1912-13 . 3,666.000 

1905- 06 . . 5,941,389 1913-14 , .. r 5,283,000 

1906- 07 .. .. 5.884,470 1914-15 ., 4,278,000 

1907- 08 . 4,343.714 


Total 65,830.205 

f As Mr Dadabhai Naoroji’s wort is a classic representing the Indian point of view 
on the question of the dram. Sir T Momson’s (n Transition' is the mosti compact 

too coaastent scientific work, giving the other side 


f Cp "Indiain Transition" for an analytical study of the net gain to private for 
invested in India m intetaal or cOBunercial projects, and also the " Wealth i 
Capaeiiy of India by Shah and Khambatta 



IS strong enough But we must remember (a) that though the item of mteiest 
taken as a whole represents the capital invested in this country, not the whole 
amount has been employed for developmental purpose exclusively The por- 
tion of interest paid on the oidinary debt, and amounting to over £6 or 8 million 
since the war, is a charge for a wholly unproductive purpose. It represents 
debt incurred mainly for war expenditure and famine relief, including the 
heavy legacy of unproductive debt left by the East India Company.'’' For 
the interest paid on this amount, Indian opinion may well maintain 
that there is no economic equivalent in return. The estabhshment of 
a strong good Government is no doubt a blessing , but one of the duties of a 
strong Government is to try and reduce these unproductive charges as rapidly 
as may be. Instead, however, even before the late war, these charges were 
constantly growing. (6) As regards the productive debt, the pomt may ha 
conceded that there is a measurable economic return, but not the whole 
charge of interest even in this case represents a proper development of the 
country. Apart altogether from the rival claims of irrigation and railway 
works, apart from the long continued wastefulness of the railways in India, 
which have begun to yield a net profit, after meeting all the charges, only 
since the beginning of the present century, while before that for half a 
century they were every year a net loss to the country, we must uige that 
the terms on which this capital has been raised by the Government were 
unduly unfavourable to the Government, made still more so by the fixed 
rate of exchange during 20 years when exchange was steadily going agamst 
the Government of India Moreover, not all the railways have been con- 
structed for purposes of the economic development of the land The military 
railways on the frontier, to mention but one example, were for a long time 
a source of heavy loss , and it was only the recent development of the 
irrigation works that has rendered them at all profitable This point is 
more developed elsewhere f (c) Finally the claim urged on behalf of the 
Government that its credit has enabled India to borrow on relatively easier 
terms than would have been the case if India were under indigenous rule, 
and that this saving ought to be regarded as some compensation even in the 
most unproductive item, is simply untenable I In a common money-market, 
such as London was before the last war, every one who borrowed, with 


* See the chapter dealing with the Debt of India, Part IV 
1 See the next part of the chapter on Public Works 

t Says Sir T Morrison (Op Cit ) "England's credit enabled India to borrow money 
much more cheaply than she could otherwise do. aild as a matter of fact India can and does 
borrow money much moie cheaply than Japan, which pays interest from 6 to 8% on 
internal loans, and 4i''o to 5% on foreign loans India borrows at 3J% per cent 

The gain to India from England may therefore be expressed as a reduction of 2j per cent 
in the rate at which she has borrowed capital An additional 2% on India’s total debt of 
/267,000,000 would lepresent an additional charge of ;f5. 340,000 " Besides the points 
made in the text to answer this contention, we may here remark that it is somewhat 
confusing to speak of India's connection with England having benefited the former in the 
way suggested India boriows on her own credit The English Government has never 
guaranteed the credit of India , and, it may be added, the foiemOst Anglo-Indian financier" 
have all along been against the idea of England propping up India's credit See tl^^ 
financial statement of James Wilson and of Sii J Strachey, 1879-80, 
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A sufficiently good credit, would obtain the same terms The proverbially 
uncertain governments of the South American Rebubhcs were, durmg the 
same period, able to borrow at terms not materially different from those 
offered to India. In fact the Government of India, by creating a precedent 
of high guarantees at the start, precluded themselves from obtaining better 
terms in times when money was easier. And as these loans were for a long 
period, they could not avail themselves of a more permanent decline in the 
rate of interest as was the case between 1875 and 1895. {d) As regards 
the private capital invested in India by foreigners for the development of 
new industries like tea or jute, the argument of increased wealth and employ- 
ment to Indians would be irresistible if the capitalist was restricted to 
the fixed economic return on his investment." In India, the opening of new 
industries by external capital has all along been conditional upon all the 
best advantages of the new industries bemg permanently reserved for the 
foreign entrepreneur. The analysis of a balance-sheet of a typical firm is 
unreliable in such an argument as the present, as a scrutiny of the balance- 
sheet does not enable us to determine the amount paid away in salaries to 
higher officials who are almost exclusively non- Indians, the amounts set 
apart as reserves, the sums paid as managmg commissions, etc. The ad- 
vantage to the Indians from the creation of the new employment is set off 
by channels of previous employment blocked by the competition of these 
new ventures. And the conditions of employment, if we are to judge from 
the perennial disputes and scandals connected with the tea industry, are 
scarcely human. We cannot, therefore, accept in this connection the 
analogy of countries like Japan, or the U. S, A., which also have been 
obhged to develop their local resources by foreign capital. In these coun- 
tries the capitalist must content himself with the fixed economic return on 
his mvestment, the control, direction and conduct of the enterprise being 
it the hands of the nationals, and earned on by them under the sovereignty 
of their states for the country’s benefit. Enlightened opinion in India cannot 
and does not object to the development of onr resources by foreign capital if 
necessary. What it objects to is the perpetual mortgage of the national ' 
resources to such foreign capitalists, to the control which they indirectly 
obtain of the national industnal policy, and to the unreasonable conditions of 
employment to indigenous labour, which they offer without fear of the 
interference by the State as guardians of the interests of labour. 

We need scarcely labour the same point with regard to the items of 
Civil and military charges. In a self-governing or independent country the 
phenomenon would be unpossible. There is not even a semblance of justi- 
fication for these charges, which, instead of being progressively reduced, are 
being perennially increased. On the whole, then, we cannot but object to the 
expenditure of the Government of India m England on grounds alike of 
political ptmciples, administrative convenience, and economic utility, 

♦ See the Report of the Foreign Capital Committee of 1925. 
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and must suggest that immediate, effective steps be taken progressively to 
reduce the expenditure by discontinuing the recruitment for civil and military 
services outside India, by adopting energetic measures for the repayment of, 
our unproductive debt and the reduction of all external indebtedness, ani 
by all other such measures as would guarantee the abolition of this charge 
m time before radical steps for the repudiation of such obligations come 
to be suggested and adopted. 



PART m 


Public Revenue of the Government of India 

CHAPTER I 

General Considerations on the Character of Public Revenues 

I.— Nature of Public Revenues 

Before considering the revenues of India, we must understand clearly (a) 
the nature of public revenues, {b) the piinciples which should govern these 
revenues, (c) the most equitable methods by which public burdens should be 
apportioned on the community, {d) and the different effects of the various 
kinds of these revenues Public revenues in modern civilised states consist 
mainly of . (A) Income from taxation, directly or indirectly, of the members 
of the community, exacted m virtue of the sovereign authority of the state, 
(B) Prices chaiged for services rendered by the state or the commodities 
supplied by state enterprises , and rent or other similar receipts from property 
owned by the state, (C) Fees of all kinds, and departmental receipts from 
services incidental to the ordinary tasks of administration. 

At the outset of a discussion of the public revenues of any state, these 
general considerations are necessary as much for the clearer and fuller appre 
ciation of the subject as for the great importance of tax revenues m the 
budgets of all the leading countries.’ Wa may, indeed, be inclmed to accept 
t he doetnn g oLPEPudhoB-that, all property is indistinguishable from theft ; 
we may even be induced to accept the socialist position that the interests of 
simplicity in finances demand the abolition of the private ownership of the 
instruments of production, as well as of production by private enterprize ; so 
that in a properly constructed state all private incomes would be m the form 
of official salaries, derived from an all-embiacing activity of the state, which 
should then obtain all the surplus from industrial enterprize that now goes to 
private person s for their personal advancement.i 

* Says Cohn “For the modern state the tax-aad-the-national. finances are in- 
dissoluhly bound together So long as private propeity continues to be the fundamental 
institution in modern society and the basis of industry and public economy, the tar 
mu$t.alKU,.nec»B6«i«;-eo«tmBe-^^ and the corner-stone of the pHtJm 

Snasse" (The "Srfenceo/FiBawce" by Gustav Cohn, translation by T B Veblen Art 
194. p. 290). 

i This surplus will, of course, not be kept by the State, as the present day, private 
profit seeking individual does, m the shape of his own profit, but will he returned to the 
community in the shape of increased wages or reduced prices of the services and comrno- 
dlU« that mate up what we now gall the cost of living 
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But even if we be convinced of this position, the existing tax system 
must nevertheless be studied, and maintained with improvements, if for no 
other reason, in order to realise, by this transitional measure of the tax 
system, the ideals of collectivism In the following pages the Indian tax 
system has been analysed and criticised, and improvements and additions 
have been suggested, according to the maxims and ideals laid down m this 
chapter, 

II.— What is a Tax ? 

As the bulk of the public revenues in the leading states is composed of 
taxes, we shall commence the inquiry by an analysis of the nature of a tax. 
What is a tax ? The definitions collected m the foot-note* seem to give 
undue prominence to only one kind of tax revenues, — the djrect taxes. 

The clear perception of the burden by the tax-payer, which would serve 
to bring out prominently the element of compulsion, is possible only m these 
taxes ; but because the relation of the burden is not so clear in taxes upon 
commodities or m charges for services, they are none the less real taxes. 
Again, though it may be conceded that m every case where there is a 
possibility of obtaining a quid pro quo the payment made by the citizen may 
be rather a price paid for utilities purchased, than a compulsory contribution 
irrespective of any benefit received, it must be remembered that not in every 
case of a charge made by the state for a real service rendered has the citizen 
either the power to correlate the amount paid to the utility or service 

* Le Roy-Beaiilieu’s definition 

" Xhfi-Jax is-acontnbution exacted from each citizen for hts share of the expenses 
of _gP5^niiient If this formula seems too modest and too empirical, \;e might have 
rSiourse to the following — A tax is the price of seivices which the State renders or has 
tendered , represents, besides it, the part which each citizen, according to the principle of 
national aolidanty, ought to bear m the expenditure of all kinds and of every source 
which press upon the State ” (Traiie de la Science de Finances, Vol 1, p 151, Edn 8 ) 

Definition of Taussig — 

"The essence of a tax. as distinguished from, other charges _by the Goveromeat, 

IS the absence of a direct giijd^ro g«o between the taxpayer and the public .authority 
It follows that a tax IS necessanly a compulsory levy" (Principles of Economics, Vol II, 

c^rr 48T) ' ' " “ 

Definition of Prof Adams — 

" The results of the foregoing analysis, not alone in this chapter but in the previous 
chapter as well, may be summarised in the four fo^wing statements — 

V^hrst — Fiom the point of view of the State, .a tax is a source of denvativa revenue 

Second —From the point of view of admimstration, a tax is a demand for money 
by the State in conformity with established legal rules 

Third —From the point of view of the citizen, a tax is a coerced payment. 

Fourth —From the point of view of theory, a tax is a contribution from individual ' 
for common benefit ” 

— (The Science of Finance by H C, Adams ) 

Definition of Prof Bastable — 

' ‘ A tax IS a compulsory contribution of the wealth of a person or body of persons 
for the service of the public powers ” 

The Indian Taxation Committee’s Definition — 

" Taxes aie compulsory contributions made by the membora of a community to the 
governing body of the same towards the common expenditure without any guarantee of a 
definite measured service m return." 
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obtained, or the option to forego the payment altogether In almost every 
case of apublicnionopoh of any sei vice oi utility, — the post office of England, 
the Railways of Prussia, or the tobacco monopoly of France, — the citizen 
cannot avoid the payment of these charges, short of discontinuing altogether 
his consumption of those utilities or services ; and as most of these utilities 
or services are of primary .importance, the specious alternative of refraining 
from consumption, though possible in theory, is unthinkable in practice An 
intelligent and sympathetic government does, indeed, always endeavour to 
adjust its charges for the monopolised utilities or services to their true 
commercial value ; but the retention of the absolute power by the State-to| 
enhance these charges at its will, regardless of the true commercial corres. 
ponden'ce between the price asked and the utility offered, serves effectively to 
distinguish these charges from a true commercial valuation This is apart 
from the fagf that we have no means of knowing whether even the initial 
charges are really fixed according to the true commercial principles. We 
do nof know if the uniform penny postage in Engla.nd really represented the 
truB commercial cost of the service rendered. Judgmgjnerely from the huge 
prewar profits of the English post ofiSce, it seems to have been much in 
excess. But the fact that Parliament could and did alter these charges, for 
reasons entirely non commercial, is enough, m our judgment, to distinguish 
these charges from prices for services charged on purely commercial prmcu 
pies. A Qropef definition of taxes would, therefore, include all pay- 
isents madeto the State by Individuals or corporations, residing within 
t he jur isdiction of that State(jdu:iectly or indirectly, under-otvions nr 
i mp j p^appt lhlft existing social structure being founded 

on private property and private enterprize, these payments will necessarily 
be derived — and, therefore, a deduction — from private wealth. Such a i 
definition would comprise not only the taxes direct or indirect, commonly 
so-called, but also the so-called fegs, and all other charges in which the indivi- 
dual must make payment , in fact, where there is no real correspondence 
between the price paid and the utility obtained, no real option to obtain 
from other sources similar benefits by similar payments.! 


* We have used the terms " individuals or corporations residing within the jurisdic- 
tion of that State ” in preference to the commonly accepted phrase "cibzens”, In older to 
indicate that in modern States many Income and property taxes are paid by citizens, as well 
as foreign subjects resident or domiciled in the State , and of course all consumption 
taxes by all residents alike 

t The comparatively wide conception of taxes accepted above is. it is needless to say, 
different from currently adopted orthodox views regarding the nature of a tax -The distinc- 
tion commonly drawn between taxes, fees, and charges for services rendered by the State 
is not. in our opinion, always tenable, because — 

( 1 ) T he postulate o f the soymeign authority of the State is inconsistent with 
the assnmphon thatjvhile the”taxe3'are independent of any retmn for payments, fees and 
“tker c harges are proportioned to the beaefft received The fact that {a) the State can vai-y 
these charges tor its own needs, and (6) that the individual has no real option, mates the 
so-called fees and other charges mdishngmshable from taxes They are all practically 
compulsory payments for the snppojt.Qf the State ^ 

(2) T;]iaiB~aa-4ia..sepafa.tJ-^d. distinct objects^ -for taxes qB.the one hand, and 
feepqd cnmmf» n;iaL.cbarg68-oa.,dhe, other T hey , are all paid mto oS fund and are 
<»llactoid^atiliaBdforthecommm,heae& Th gir inci dence. Ur exact degree of pressure 
is Wtunatsly detenaiaed by the cojlectnm nece^SesT of the State, thouglnimnornirf times 

[Contmted on page tsp. 



in. — Some Erroneous Ideas concerning the Nature of Taxes 

Having cleared our ideas respecting the nature of a tax, we shall next 
dispose of briefly some common misapprehensions. Proposals for new taxes 
or suggestions for reforiji in the existing systems are often questioned on the 
-ground of wa nt of b enefit to anv ascertamnhie clnric aL ^nd'yidjia. lR In the 
case of all taxes levied by the central Government, at least, the attempt to 
correlate the tax burdens with benefits received is bpund to prove futile. 
For there is a large class of the community m all countries under our existing 
social system — the infants, the lunatics, the disabled, and the impoverished — 
who, by the nature of thmgs, are bound to obtain very great benefits from 
the State, for which they are themselves unable to make any contribution. 

If taxes were nothmg but payments for definite benefits received, the rich 
and the strong would have to make Ijttle or no contribution, the poor and 
the infirm would have to bear the entire burden Moreover, m each pay* - 
ment of tax, the individual making paytnent is giving a cpQtributjon, not only 
for useftil service rendered to him by the State, but also for all the folhes 
and errors of contemporary, or previous statesmen, and the consequent 
b[;i:denajip03J_the pqbllc purse.’ So also the idea that the payment of 
taxes is a sort of premium for msurance against loss of life or property is 
incompatible with modern notions of public finance The public expenditure^ 
for purposes of public security — for police, jails, and courts of law — formsi 
an insignificant fraction of the total expenditure in most modem States. 
And even if we mterpret the phrase ‘ public security ’ more liberally, and include 
expenditure on the army and navy and military equipment, we shall find 
the total of such expenditure even m such obviously militarist countries as 
Germany or India a fraction of the total public expenditure. The doctrine, 
indeed, which would make tax-payments identical with msurance premia 
adopts too narrow a view of the functions of the State. However popular 
it might have been with the generation of J, S Mill and Herbert Spencer, 
Concluded from §aie 198 J 

there may be an attempt to bring about some conespondence between the service rendered 
and fees or prices nhaiged. 

(3) The entire revenue system of. modern States is essentially transitional, if we 
accept the doctrine that the State must, in the near future, own, conduct and control, on 
behalf of the community, all means of production, distribution and exchange Taxation 
and all proposed radical reform m existing tax systems come to be regarded more and 
more as excellent weapons for abndglng the period of transition 

(4) The distinction between taxes proper, as they are called, and fees and othei' 
charges is sojnetimes sustained on the ground that different principles have to be adopted 
in levying these various charges But this ground is fallacious, inasmuch as the difference 
in principles of levying and assessment exists as dearlv between the direct and indirect 
taxes, personal and property taxes, properly so called, as between ta-^es and fees, or taxes 
aijd.charges for monopolised public services 

It must be noted that the conception of the nature of a tax adopted above is not 
always incompatible with the presence in a given revenue system of forms of income which 
really are not taxes The income from the Crown lands and Sue.: Canal shares in the English 
budget, the opium revenue m India, the profits of camphor monopoly in Japan are in- 
stances to the point Ths inability of .the individual State to uaanipnlateri^uch- tiue3,excW', 
sively_by its own sovereign, antbonty, and the effectiveness of competitiveucommerEial \ 
conditions in fi:xmg these charges completely distingiushes them from the tobacco revenue,! 
of, g'faiido and Eadwfiy revenue of Prussia 

* See Le Roy Beaulieu, Op. Cit., p. 148. 



It IS now no longer acceptable. Besides, even accepting the narrow view, 
the analogy of insurance premia is entirely inapplicable While the insurance 
company must replace the article insured on its loss or destruction, or give 
equivalent, the State does not, except bv way of special grace, replace or 
give equivalent foi crops destroyed by flood or enemy invader. If one 
citizen IS robbed by anothei, the State will pursue and punish the thief , but 
if he has destioyed 01 consumed the stolen propel ty, the State will not re- 
place it. 

IV— The Assessment and Apportionment of Taxes 

The principles governing the assessment of taxes we shall discuss when 
dealing with each particular kind of taxes under the Indian Revenue System, 
since they differ very much according to the various kinds of taxes The 
question, theiefore, that must here be asked in reference to all taxes is — 
what will be their effects upon the country’s industry, upon the national 
wealth as a w'hole. This cannot be discussed in this general section. But 
the question of justice in apportioning the burdens of taxation is sufficiently 
general to be fitly discussed here 

The most celebrated canon of taxation laid down by Adam Smith 

Is.— 

" The subjects of every state ought to contribute to the support of the Government, 
as nearly as possible, m proportion to their respective abilities " 

The meaning of the term abilities, used by Smith, has been differently inter- 
preted by the publicists and statesmen belonging to the divergent schools of 
proportional taxation and progressive taxation The former make the 
distribution of tax burdens on the simple mathematical principle of fixing a 
standard to indicate abihtj, and then demanding a given proportion from 
each individual according to that standard. Whether or not the assumed 
' ^st andard of abiji ty indicates the real ability of the tax-payer, the advocate 
of proportional taxation is not concerned with The system of progressive ’ 
taxation anses from the desire to distribute the tax-burdens so as to bring 
about an equality of the pressure of taxation, an equality of sacrifice It i^ 
based on the assumption that the utility of income (or wealth) decreases as 
Its quantity increases, and that, consequently, larger incomes, or wealth, 
should be taxed at a progressively increasing rate. In order to apply the 
System of progressive taxes with substantial justice in practice, we must 
have a clear indication of what constitutes ability, and how the differences in 
that ability are to be measured A critical examination of the existing 

! tax-system show's that, generally speaking, three distinct inffications of ability 
are accepted by the different countries, viz income, 'T&) property, (c) 
Expenditure. 

V — Measurement of Ability ; Income and Property 

Income taxes wmuld apparently be the simplest and probably the most 
scientific, if all incomes were derived from the same sources, and under the' 
same conditions of certainty, regi^Iasity, and coniiasity, ha d the same burdens^ 





to support, and were of the same magnitude. The fact that m all systems 
where the progressive principle is accepted and applied to income taxes, the 
Government has to elaboiate a complicated system of refunds, exemptions, 
and discriminations, is sometimes urged as an argument to emphasise the 
impracticability, it not the injustice, of income taxes under a progressive 
principle. But these difficulties are due, not to the essential injustice or 
ujiwisdom of income taxes,_Jput to the inherent yices of the existing system 
oLBaygie property and private gutgrpnge Under the existing regime it 
would perhaps be more accurate to regard the income taxes, not so much 
as the embodiment of scientific financiering, as an attempt, crude and tern 
porary as it may be, to effect the gradual transition from the regime of 
private enterprise with the least disturbance No system of direct taxation 
of income can be worked satisfactorily unless this essentially transitory 
character and the hue ultimate aim of bringing about a redistribution of 
wealth is realised Logically speaking, such an attempt ought to result in 
taxation progressing at a rate, which wouf^absorb all incomes beyond a figure 
ample enough to cover all normal and legitmate needs of the recipient , while 
all incomes under a point necessary to suppoit the recipient m a reasonabld 
degree of social comfort and in due efficiency should be entirely exempted 
from such taxes.T^ The fact that nowhere do we find this logical conclusion 
realised argues the timidity, self-interest, or even misapprehension of the 
taxing authority, and not so much the inherent weakness of the suggestion. 

The difficulty in the way of a proper working of a true scientific sj^tem 
of income taxes has led to the necessity of finding supplementary taxesi 
Next to the taxation of income, the best indication of the ability of the tax' 
payer is his property Taking land as the oldest and the most important 
form of property, we find taxes on land and other forms- of property as 
important as they are wide spread and old But the other forms of property 
aie relatively of recent origin, and therefore their taxation is not so important 
as that of land The difficulties of taxing all forms of property are, if anything, 
greater than that of taxing income For property is frequently in transition 
from-one individual to another , and theie is a great risk of the tax being 
evaded m the process of tiansition. Moreover, the property ot mdividua,ls, 
uplike inqome, is seldom concentrated in one place Its wide dispersion makes 
Its successful taxation by a terntorially limited authority extremely difficult. 
And whether owing to its frequent transfer or to its dispersion, the possibilily 
of evading the tax is very considerable. 

VI. —Consumption as a Measure of Ability 

These difficulties in the way of a proper working of the income and 
property taxes, have preserved, the otheiwuse crude, antiquated, and unecono- 
mic system of taxation on that othei indication of wealth, which is shown by 
an individual’s expenditure Taxes on expenditure consist chiefly of 
excise and custjzms duties As they are, generally speaking, paid along 
with, and as a part of, the price of the articles of consumption, theif burden 
26 



IS not really perceived by tbe actual tax-payei It must, however, be 
noted that ta .es on expenditure are not necessarily or invariably unperceived 
or indirect _taxes The license duties payable on beeping dogs, cycles, 
carnages and horses, men-servants, and motoi-cars are as direct as any 
inco me tax. In the case of tbe customs and excise taxes, however, it 
should be illusory to maintain that the taxing authority can always 
apportion the tax. burden according to the ability of the ta<-payer. Com- 
modities thus taxed will be necessarily those, which, being of universal 
consumption, will yield a considerable revenue But precisely because they 
are prime necessaries of life, and therefore of universal consumption, the 
individuals contributing will have to contribute irrespective of their ability. 
A salt tax, a tea duty, an excise charge must be paid by any one using the 
article taxed, regardless of the power to pay. It is sometimes urged m 
favour of these expenditure taxes,* that their essential characteristic is that 
the faculty on which they are based is not one calculated or estimated by the 
exchequer, as m the case of income taxes, but one which the tax-payer 
imputes to himself. But the plea is sound, if at all, m the case of the 
taxation of luxuries or superfluities When the article taxed is salt or tea,' 
or a piece of clothing which the poorest individual must have, it is 
absurd to suggest that the individual gives his ow n standard of ability He 
is, indeed, at liberty to save himself the tax burden by not using the taxed 
article , but so he is at libeity to_eat dog’s meat, to sleep m a giaveyard, to 
starve to death. Wherevei, therefoie, taxation ot articles of universal 
consumption is practised, the rule is attempted to be observed that this kind 
of taxes should be so framed as not to impair .the. productive powers of the 
cojttit^ But the two aims of getting the largest income for the State from 
these taxes, and keeping up unimpaired the productive powers of the 
conatrj, are often incompatible. The attempts to reconcile them by a 
system of refunds of excise and customs duties on the articles once taxed 
being exported, or of exemption of those goods intended to be used as raw 
materials for manufacture of goods, are not only clumsy m themselves, 
but often incapable of remedying tbe harm already done. 

VIL — Taxation a Means ol Social Reform 

Another argument in favour of expenditure taxes, which is sometimes 
urged, IS concerned with the power of the State, bv means of these taxes, 
to discourage harmful consumption It is on this ground that liquor 
excise duties m England and India are usually defended. But ,(l) merely 
to raise the price of an article will never, by itself, suffice to put a 
stop to its consumption, how’ever injurious it may be. Not only are there 
classes which cannot possibly be seriously affected by any increase m these 
taxes, — and, therefore, the real burden of such taxes will fall with dispropor- 
tionate weight on the gl,ass of beer as against a bottle of champagne , — but 
the institution of such duties may often enable the dealers in such articles to 
levy an additional bat concealed tax for their o wn profit. (2) The large 

*SseK G Pierson Pnnet,j>les o/ Economics, yol, II 
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annual income, moreover, that some States obtain by means of such taxation 
exposes the sincerity of statesmen more than ever to suspicion, when they 
talk of raising, these taxes to reduce consumption. They will never raise 
such taxation to the really prohibitive limit, even supposing the mere 
increase in price is effective in preventing consumption completely, unless 
and until there is a radical change m the fundamental principles governing 
the existing tax system For the only effective way of preventing such 
consumption is to prohibit it absolutely, or to monopolise it completely 
by the State^ Finally, (3) there, may jba legitimate .differences of opipion 
about the real injury done to the consumer by specific articles Even 
opium and cocaine are useful medicines. Vt ithin limits, the consumption of 
intoxicating drinks, or tobacco, or tea, may be quite mvigoratmg. Indis- < 
crimmate taxation of such articles only ends m unnecessary resentment, 
occasionally in serious injury, sometimes m flagrant evasion. 

Taxes on consumption, therefore, whether considered collecturely, or 
from the particular standpoint of the taxation on injurious consumption, 
have obvious defects. The specious pretext that they are automatically 
adjusted to the ability of the tax-paj'er is impossible to maintain, if we bear 
in mind the relative values of different incomes ' They involve, moreover, a’ 
very costly machmerj' for assessment and collection The attempts, besides, 
to distinguish between luxuries and necessaries, to institute an elaborate 
system of refunds and exemptions, to lay special emphasis on jnjurious 
consumption, all confess the radical unsoundness of the system they seek to 
correct It is fundamentally indefensible to tax the food and drink, the’ 
clothing and communications of the people. It hampers and often misdirects 
consumption, and generally defeats its own purpose. And yet we cannot 
altogether dispense with the taxes on expenditure until the entire system of 
obtaining the public revenue is recast. Taxes on expenditure can only be 
defended on the ground that they serve to obviate the imperfections of the 
income and property taxes, and bring about a greater measure of distributive 
justice in apportioning tax-burdens than any one of them smgly can. But 
as consumption taxes are usually indirect, and, therefore, their effects 
difficult to trace , as people might conceivably restrict consumption and 
thereby hamper, misdirect, or curtail production, the intending tax- reformer 
must seek progressively to reduce and narrow the field of such taxes, and 
increase proportionately the direct taxes, until, ultimately, the community 
comes into its own, and dispenses with taxation altogether. 

VI n —Direct and Indirect Taxes 

The preceding remarks will also apply to a large extent to the ques- 
tion of direct vs indirect taxation. The conception of directness in taxation 
is not yet so definitely settled as to render confusion in classification im- 
possible. Le Roy JBeauh^ opposes the following admtmstrcftive defini- 
tion . — 

‘ ' The direct taxes bear immediately on persons, their possession or enjoyment 
of wealth They are arranged with reference to normal and permaaent situa- 
tion , they contemplate- nominatise.«iles,’' 



" The indirect taxes On the contiaiy, aie leahsed on the occasion of a fact, of an 
act of an exolianffe as legaids the tax payeis, they do not contemplate 
notinnative rules legularlj and peiiodicallv established, or icalised 
to the following scientific definition — 

‘ By (means of) direct tax the legislator intends to touch immediately and at 
hist stroke, the tine tax pajer tn pioportion to his piopeity or income he must 
therefore eliminate eiery kind of inteimediary between the tax payer and 
the exchequer, and seeE a iigoioiis appoitionmcnt of the tax to the income oi 
the facultj ” 

"By the indiiect ta,. the legislatoi does not think immediately of the tax-payei 
and does rot seek to impose a chaige strictly proportional to faculties The 
true tax payer he does not contemplate to attain except by reflection, by re-i 
bound, by repercussion , he places intermedianes between the tax payer and the 
exchequei, and gives up (any idea of) a strict apportionment of taxes jn pm tiou- 
lar cases, contenting himself with a rough approximate apporttonment ”* 


According to this conception of the diffeience between dnect and in- 
direct taxes the case ts overwhelming in favour of the direct taxes A tax 
must not, It IS true, be judged by itself, but m conjunction with other taxes , 
but even then the direct taxes have some piomuient and considerable 
advantages They seem more^reasonable and are easy'-'to collect, The 
temptation to evasion by misdeclaration of income, or false valuation of 
property, is indeed great , but it can be greatly reduced, if not completely 
counteracted, by such de\ices as taxing the income at the source, and valu- 
ing estates by expert valuers m the public service. They admit, moreovei,’ 
of that shaip, easy and effective application of the principle of piogression, 
w’hich IS the only means, under existing conditions, of effecting a quiet -re- 
distHbution of wealth m order to off-set the initial disadvantages of the 
existing inequalities. The extent, m fact, to which direct taxes have replaced 
indirect taxes in any country is an unfailmg indication of the degree of 
political advance of that country, abandoning the old, unjust, injurious ideas 
of class taxation and class privileges, in favour of the modern, equitable ideal 
of equality in the rights and burdens of citizenship. Besides being more 
just, direct taxes are more elasBc and more prodjactive A slight increase in«^ 
the rate will mean a considerable addition to the yield In the last war the i 
yield from direct taxes increased, as compared to 1913 - 14 , in England by j 
600 %, while the yreldironr indirect taxes increased by 100 % ! 


• Le Roy Beaulieu " Setence tie Ftnanccs," Vo\ I, p 30S, Edn 8 
tU K 1913-14 1914-15 1915-16 1916-17 1917-18 1918-19 

In Mtlhons Stei ling 

Customs and Excise 74 81 57 120 82 127 20 110 03 147 7 

Direct Taxes 85 95 108 43 169 26 389 31 503 01 634 5 

N B — Le Rov Beaulieu mamlains (Vol 1 op cit ) that the yield from direct taxes ts 
less elMtic than that from indirect taxes and less productive, and tries to piave his conten- 
tion by r^ence to the case of England The contention is unreliable since 

1“ the period selected the extontand operation of direct taxes was veil limited 
m Enghsh Finance , 

0 ^( 2 ) The changes m the rates weie disproportionately different m periods of emer- 
gency, like the Crimean War. and hence of course the yield was diffeient , 

(3) The increase in the indirect taxes, moreover, may be an indication, not of the 
increased ability to pay, but of increasing population and increasing consumption, and so an 
increasing 5 ’ield , - u o-u 

_ The financial maxtms of the Victorian statesmen m England presupposed a 

conMptton of State so utterly passive that it will now be absolutely unacceptable m the 
apathetic communities Comparisons drawn from such a penod are, therefore, 
conception of the State necessarily translates itself into ' 


If into the structure 



The defects of direct taxes, as we conceive them, have already been 
mentioned above while discussing the taxation of income and property But 
these disadvantages, as already observed, necessarily result from the fundament- 
al evils of private property and vested interest It is the aim of direct taxation 
to remedy these evils , but they may in the first years, and untd carried out 
to their logical conclusion, themselves be made responsible for these ev ils, by 
those who cannot or will not admit the radical vices of our existing systenj. 
Thus, to mention but one instance, it is alleged that the direct taxes do not 
allow the State to reach all classes of w'ealth, and that, therefore, they 
exempt a large class from the tax-buidens. But the persons exempted from 
the operation of the income and property taxes are precisely those who have 
little 01 no wealth which can be taxed To attempt to bung such persons 
under the pressure of taxation, m the belief of the necessity of making evmry^ 
individual contribute towards the maintenance of the State by means of 
indirect taxes on food oi drink or clothing or conveniences, is to levy charges 
on those who cannot support them, and thus to intensity the original 
injustice 

As against the direct taxes, the indirect taxes have certain disadvan- 
tages They can never be proportioned to the real ability of the tax-payer. 
The attempts to obviate this defect by seeking to tax luxuries in preference 
to necessaries, are all generally speaking futile They are, moreover, bound 
to be an impediment m the way of industrial development, even when they 
do not end m a hopeless misdirection or perversion of a community’s material, 
resources. As a rule, they cause au artificial distribution of industry, ami 
will naturally favour large sca'e production to the injuiy of the small pro- 
dpction. The indirect taxes are costly to collect, not only because they 
require a well-paid, widely spread staff for collection , but much more because 
of the v^nthdrawal of such a large number of young persons from the more 
productive entei prise, a loss which entirely escapes attention. In face of these 
disadvantages, the alleged advantages of indirect taxes — that they are less felt, 
less unpopular, more voluntarily paid,— can all be easily discounted Even 
admitting that they are less felt— it is doubtful if the change in the price of 
sugar or tea oi cigarettes will not be felt and perceived by people of low 
incomes — that is scarcely an advantage in countries whose governments are 
based on popular consent Then unpopularity must be, and can only be 
accounted foi by the intense conserx'atism of the at erage indiv idual, who 
regaids all old burdens as good buidens in spite of their obviously detrimental 
effects , and as these indirect taxes aie old standing, they are, of course, less 
unpopular The fact of then being paid voluntarily may be doubted, though 
the allegation that they are paid unconsciouly may pass muster. The 
attempt to escape payment by alteiing or reducing consumption may prove 
ultimately injurious in the interests of national efficiency. 


* The following grouping of the direct and indirect taxes is taken from the well- 
known authorities — 


[Contmued on p, 206 



Before, however, we pass on to a specific discussion of each item or 
group of revenue in India, it would be alike interesting and advantageous 
to discuss more fully the taxable capacity of the people. The next chapter 
IS devoted to a closer study of that phenomenon. 


Concluded fi oni p 203] 

Le Ro> Beaulieu s Classibcation 

Direct Taxes 

Income tax 

Tax on persons 
Saccesaioii duties 
Donation duties 

License duties on carnages, horses, 
dogs, men-servants etc 
Corporation tax 
Trades and professions tax 

Indirect Taxes 

Taxes on commodities and articles of 
consumption 
Stamps 

Registration dues 


Bastable's Classification of Primai y an 1 
Secondary Taxes (Op Cit p 2b0) 

Primary Taxes 

Taxes on land, on business and 
capital, On persons and labour- 
ers’ earnings (combination of 
these give the general income 
and property taxes) 

Secondary Taxes 

Taxes on commodities (excise and 
customs) 

Taxes on communications and 
transport 

Taxes on commerce and legal 
tiansaclions 

Taxes on transfer of property. 

Succession duties 
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Taxable Capacity 


I. — Definition of Taxable Capacity— A Relative Conception 

Economists are now-a-days agreed that taxation would be unfair unless 
and in so far as it is apportioned to the ability of the tax-paver . The idea is 
contained in germ in'tbe celebrated canons of taxation enunciated by Adam 
Smith, but has, smce his time, been very much elaborated by his successors, 
particularly in view of the necessity to determine the maximum amount 
that could be squeezed out of a country which has been defeated m a great 
war, and which is required to make good the damage by the war forced on 
the world, among others, by the defeated country's own war- like prepara- 
tions. In the most advanced countries, the standard and measure of the, 
ability or taxable capacity, as w'e now generall^^escribe the notion, is com-^ 
monly taken as provided admirably by— we al t h, pailiciilajdy— the-^ecurrentj 
wealtb- or ^jjg come measured, .in money We are as yet very far from the 
consummation of that ideal of tax-systems, — held dear by many an economist 
of the late eighteenth and early nineteenth century, — in which all the sums 
required for the use of the State would be obtained by a single tax on property 
or income. Taxes on income and property, though growing in -volume and! 
importance with the growth of real democracy, are nevertheless not equal \ 
to meet all the requirements of the State. It is, besides, not always safe 1 
or ]ust to take the crude figure of a given income or property to represent 1 
fully and fairly the ability of the tax-payer The taxmg authority must 
consider the nature and source of the income, and the security and perma- 
nence of the property , it must take into account the factor of the wealth in 
question being earned or “unearned", it must make an allow'ance 
for the demands upon that income or wealth which have to be satis- 
fied before the tax burden can be justly apportioned On the other 
hand, the taxing authority must also consider the size and certainty of the 
income, remembering that the sacifice of the same amount, or even of the 
same percentage, falls with unequal weight, and means a vastly different 
burden on two incomes, one of which is of say 1,000 and the other ;^10,000 
per annum. The larger the income the smaller the sacrifiee^ involved in the* 
same amount, or even the same percentage of the tax deducted. Hence, to 
make the sacrifice equal as between two citizens of the same state with 


different incomes, as illustrated, j 


mrsnBnR 


X hiirdpn 


la-^e iT| ^he size of the income. It is sometimes argued, against this 
of the nature of income taxes, that too sharp a rise m the rate of the 


tax on the higher incomes might trench upon that surplus or saving, on 


which depends most materially the pioductne success of the community. 
This argument, hov.e\er, needs to be discounted m \ie\\ of the fact that 
lerv often a high rate of tavation, instead of affecting sai'ings, really results 
onI\' in a furthei stimulation of the enteiprise ot the ta^. payei, who, intent 

i on maintaining his giien standaid of hving, puts foith greater eneigy than 
he would ha\e otherwise done, when he is faced with a higher burden of 
taxation Hence high taxation is not neceg.^aaIy~aii£LiBYanahJx a danger 
signal foi the productiv e organisation ot the community, with special refer- 
ence to the accumulation ot capital in that community 

The real consideration, ho\ve\er, which is often ignored in discussions 
like these, is the use ot the tax receipts made by the state It the-state lays 
out jtb receipts m a manner which would add to the resources of ~1she 
community,— it, in other words, the pjihlKL_ £a.Dflndiiup e^i aJaiji^^ 
iHiictiye than on wastefui-ErntBoee s. — the__w ealth._pf....th e com munity would 
'g uffqi- no substantial impairment b y tacti on It will really mean that the 
' state takes fioni the cituens by one hand m the name of taxation, and 
j returns the same amount in the shape ot beneficant ecpendituie with the 
other hand Wheie, howeier, a gieat pioportion ot the public expenditure 
is on objects the leveise of productive, where expendituie has perloice to 
be bo arranged as to ignoie the most elementary duties of the state in the 
matter of promoting the public Wueal in the comnuinilv, the burden of 
taxation would weai quite a different aspect, and the ability ot the people to 
shouldei those burdens would have to be tested on entirely different grounds. 
Expendituie ot the state tor the public purposes need not be considered to be 
productive, caiiyuaLji .xesults..-jhreaW--iH-~a-in gne.tarv_Drof it . Anything that 
tends to improve or add to the in te llectual and phy sical fitnes&__of_The 
citizens fo i the task, before them may be considered as justly w ithm the 
province of the state’s primary duties, and as such deserving ot outlay by 
the state according to its ability. The expenditure, again, w hich is dehnitely 
ot a commercial chaiacter, — the commercial functions ot the modern state ' 
are growing apace, — may be considered productive not mereh if it lesults m , 
a definite monetary substance , but if it results in some essential service , 
being rendered to the community, wdiich could not be rendered by the citizens 
severally each to hunselt, with the efficiency and cheapness possible for the 
state A railway or river-transport service mav, oi may not, result in a 
definite surplus of receipts o\ ei expenses of all kinds. The outlay on it' 
would be productive and permissible so long as the new service results m a 
material benefit to the community. The transfer of wealth internally, 

’ Sa>s SirJ Stamp, m bis -nork On 'Wea/t/i and Taxable Capacity' 'T propose 
to put for yo^ consideration the several reasons why the limit of taxable capacity is not 
an abiolnt^ltfuxed figure — , * 

If It depends upon what the taxation is to be used for VJ^) n depends on the 
iiat'ODal psychology of the people taxed, which mpy be influenced 
by EatripUstrLPrAenitlHieut It depends partly ^owtha, way the taxation w 
raised, boJJ><as to the methods adopted and the iate^<vbich the inciease i= 
l^jsLwi It depends on the diatribunon of wealth Its rate of increase 
IS greater than the rate of increase in wealth, and it shrinks more rapidly than 
- wealth diminishes " P 118 
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resulting from the payment of interest by the state to its creditor citizens 
within the state itself, whether the original capital borrowed was used for 
reproductive purposes or not, also does not affect the taxable capacity of 
the community, collectively considered, in the same way as the same interest 
paid to non-citizens. It is open to argument if the taxable capacity would be 
unfavourably affected m case the interest is on loans borrowed and used for 
really productive purposes. 'Jf the net addition to the wealth of the country is ' 
greater than the amount of the interest paid outside the country, the capacity’ 
to bear the burden of taxation would certainly have been increased by this 
activity, though the meticulous and scrupulous economist will be justihed in 
arguing that the increase would have been still greater had the interest 
remained in the country, i.e if the original capital had not been_ borrowed 
from outsiders. , But, apart from this, and assuming that the net result of 
these operations is an addition of some service in the community, the 
taxable capacity would not be unfavourably affected even b>' payments of 
interest abroad. The matter would, of course, wear a wholly different 
aspect jf the payment were for interest on non-pioductive loans, orj—w'Drse 
still, — by way of tributes or indemnities 

II — Constituents of the Taxable Capacity 
Taxable capacity, then, depends, generally speaking,_pa the wealth nt 
the c ommunity , i 6 nn ttie c umins of pindnctinn niri^t:.rnncinmntinn. Pro- 
duction, and to a much greater extent, consumption are elastic terms. 

At a pinch a community’s productive energy may be made to create utilities, 
which, m ordinary times, and w’lth no special spur to intenser exertion, will 
not be there On the othei hand, consumption, or the cost of living is a 
notoriously elastic quanti ty No one can say how' cheaply one can live until 
one is compelled to try , and what applies to individuals applies with much 
greater force in this instance to communities Nevertheless there is, at any 
given time, a limit below which the standard of living in a community 
cannot be pushed down wuthout the gravest harm to the productive energy 
of the community. In the interest of the community as a whole, in the 
interest of maintaining its level of wealth-creation, modern atates-insist upon 
a minimum_staiidsrd of hying .which will not be s uffered to he -iowered j for 
otherwise the welfare of the entire community would suffer. Production,! 
too, is capable of increase at .a pinch , but the increase would not be a true 
increase if the seeming surplus is meiely the result of refusing to providaSr^ 
for the renewal and replacement of worn out tools and equipment. The 
necessity of the last war had compelled the belligeients and their clients to 
adopt for years this wholly uneconomic policy, the evil results of which are 
even now not ended. There is thus at any given time a maximum limit of 
production, and a minimum requirement for consumption , and between the 
two lies the margin for taxation.^ While taxation, or the totality of recurring 
* Mr Fmdiay Shirras seems to have grossly misconoeived the true nature of the ' 
taxable capacity, when he sums it up aphoristically by saying "Briefly, taxable 
capacity is the limit of squeezability", (p 1J2, Sctence of Public Penance) 
He has utterly ignored the human tenacity of life, bare living, which can be 
maintained on astonishingly small rations He has not allowed for the foica 
of patriotism, nor realised the strength of national indignation and consequent 
St7 resolve not to submit to tax-burdens for foreign benefit 



ALV 


pubJic revenues, is open to be used for productive and unproductive func- 
tions promiscuously, while taxation is and remains a compulsory contribu- 
tion and deduction from the private wealth of citizens exacted by the 
sov ereign authority of the State, the productive machinery of the community 
in pi ivate hands would need a share of this surplus for the maintenance in 
due Older of the productive organisation, — the provision for repairs, re- 
placement or depreciation if not for new capital jTaxation- must, therefore, 
ordinarily speaking, not trench upon that portion of the margin above-named, 
whichjs required foi the purpose of replenishment of the productive organisa- 
tion of Jhe community, — which is called savings m ordinary parlance 
Wasteful consumption, luxurious living, — may justly be taken as an jndex! 
of higher tax-bearmg ability, even in normal times for the daily needs of the; 
State But savings propel, ^ 0., the portion of production intended for re-^ 
investment m the prodnctive organisation, must not be taxed on pain of the ' 
productive machinery getting out of gear. 

In this consideration there is one more complication ITaxable capacity 
would be different according to the system of the distribution of wealth in 
the community,] It all citizens were living on the margin of subsistence, if all 
incomes were of an equal amount, the total taxable capacity would bd 
different from what it w'ould be if theie were incomes of varying dimensions. 
While in the larger incomes there is possibility of saving, and while those 
incomes would bear a much greater proportion of taxation than the smaller 
incomes, the latter would contribute only by means of indirect taxation , and 
then proportionately much smaller contributions than the former Says Sif 
J. Stamp, m his work already quoted ‘ — 

“ There wilt be a different taxable capacity if all incomes are on one level or of 
an average amount, than if there is a steep graduation in distubution If 
there are ten thousand persons at a level of ;^100 subsistence, and one person 
with a^million £, there would be a larger taxable capacity than, If the same 
aggregate of 2 millions were equally divided amongst 10,000 persons This 
fact follows from the law of diminishing utility, upon which progressive 
taxation is based ” 

But the use made by the State of the amounts raised by taxation has 
much to say in mouldmg the figure of taxable capacity. If the State were 
imposing taxes for adding to the productive equipment and ability of the 
'community, the confiscation of the entire savings of the community, of the 
entire surplus, wiJl be of no harm so far as the general level of welfare m the 
community is concerned Savings reinvested m industry or productive 
equipment would no doubt help to mcrease the total wealth of the community ; 
but while that reinvestment IS made at the instance and initiative, as well 
as for the benefit, of private individuals, the resultant mcrease of wealth 
would fall in unconscionably large proportion to the lot of these individualistic 
entrepreneurs ; the same process m the hands of the State would bring 
about a much more even and equitable distribution. The community as a 
whole might be made to benefit by the reduction of the charges of the service 
or the price of the commodity produced under State enterprise , or that 



211 


section of the community which is engaged as workers in the productive 
organisation thus improved by the action of the State will receive better 
returns for their labour tlian would be the case under private enterpiise In 
either case the initial or apparent harm of taxation trenching upon the 
productive surplus of wealth, — on savings, — will be counterbalanced by this 
consequent development of increased wealth production or evener wealth 
distribution. True, the existence of \arving sizes, of incomes adds to the tax- 
able capacity, as noticed already , and a consummation like the one here 
mentioned may run counter to such a possibility But since the object and 
purpose of taxation, — promotion of the welfare of the community,' — will be better 
served, there is no reason why the final outcome of this chain of e\ ents should 
be considered to be regrettable The saving, moreover, from the increased 
productive enterprise of the State would automatically go to the State, w’hich 
may distribute it in the form of low'ei charges or prices, or of higher wages, 
or half and half of both 

Ilh-Effect of Taxation on Wealth 
The effect of taxation on the w'ealth of the community collectiveh thus 
depends, primarily, on the use made of the proceeds of the taxation Certainly, 
taxation can be and is used increasingly by modern European nations as the 
most potent weapon for bringing about a gradual redistribution of the com- 
munity’s wealth on a more equitable basis, though perhaps this objective 
IS not enunciated as emphatically or unequivocally as may be desirable In 
examining this redistribution of wealth, we must consider not merely the size 
of individual incomes, but also the scope for employing productive effort 
and the degree of equipment for productive purposes which each citizen ac- 
quires If the tax proceeds have been employed for improv ing oi adding to 
the educational facilities of the communitv, and extending these advantages 
to every citizen as a matter of right, manifestly the productive equipment 
would be much better , and if a coiresponding scope foi the employment 
of productive effort is provided by the State, the level of distribution would 
be naturally affected very substantially. 

IV. — Taxation v? Profits of Public Enterprise 
At this stage vve may mention an essential difterence between taxation 
and profits of State enterprise While the former is a compulsory deduc- 
tion from the w’ealth of pru’-ate individuals, the latter is an addition to that 
wealth Consequently, the more the State increases the scope and size of 
its productive enterprise, the more is it in a position to dispense w ith this 
relic jif baibarism. — taxation The latter has to observe the nature and 
limits of the taxable capacity , the former is not only independent of such 
limitations , it ren^is them altogether meaningless , The logical conclusion 
for a policy of steady expansion of the scope of State enterprise in the region 
of pioduction will be the absolute needlessness of taxation. What the State 
would need, the State would pioduce. But the State would be identified 
with the community far more truly and fully than the class-ndden States of 
to-day can claim to be. 



212 


V.~Tfae Taxable Capacity of India 


Aftei these prelitninanes and postulates, let us consider briefly the 
taxable capacity of India Measuted, for convenience, in terms of money, 
the total annual pioduction of wealth m India to-day is, m round figures some- 
thing like 2,364 crores of rupees per annum, equal to about 1,600 million 
pounds sterling This gnes on an average something like per head per 
annum. This mav be compared with the corresponding per capita incomes, 
at the same time, of other countries as follows — The United Kingdom, ;^'50 ; 
the lilted States, ^^'72 , Germany, ;^’30 , France, ;^38 ; Italy, £'11, Aus- 
tralia, £b\ , Canada, ;^40 , Japan, £6 1 


How far is this wealth equal to meet the most primitive wants of 
humanity ’ Speaking m food values alone, the present writer has found, by 
calculations and comparisons in another connection that the cost of nourish- 
ing a human being, on the same scale as a prisoner, m India,— that is the 

lowest scale of comfo rt consistent with keeping body and soul together, 

approximates, |ls. 90 pgr ^jnyg'^ as compared with the gross annual average 
l_income of a free man m India of Rs. 74 per head And that without allowing 
for the natural and necessary deductions from this gross annual income of 
an Indian ' “ The consequence is obvious and unavoidable. The Indian 
people are underfed, Either one m every three individuals must go hungry, or, 
— what IS much more easy, insidious and injurious, — every one must cut 
one out of every three meals necessary to him. This inevitably becomes the 
common practice, and the consequence is the progressive deterioration in 
physique and energy that renders additional production with a view to make 
up for the deficit mcreasingly more and more difficult. The vicious circle 
IS complete. The Indian people are, relatively speaking, debilitated and in- 
efficient because they have not enough food available. They cannot have 
enough food— they cannot produce sufficient for their requirements mn the 
lowest standards,— because they are lacking m strength and-energy. 


For a proper understanding of the taxable capacity of India, however, 
we must make allowance for those deductions, which have to be and arq 
deducted before the Indian people can enjoy what they produce These 
deductions finally leave_the Und^and so ar_e lost wholly to the- Indian people. 
They^are the home charges of the Government of India averaging Rs, JD 
qrores per annum , interest on foreign capital registered and invested in 
,lndiaRs. 60 crores per annum, freight and passenger carriage paid to 
'.foreign companies Rs. 41 62 mores , payments on account of banking com- 
imissions Rs. 15'00 crores , profits of foreign business and professional men 
Sn India 53 25 crores ; making a total of Rs. ZmLoSXSS or a per capita 
ieduction of Rs.J^ per annum in round terms. 

TaxaWicaj^acHy'^ndia" by K T Shah and K J. 
t Cp Dr Stamp's article, Statistical Journal, 1919 
Khambitt? by K T. Shab and K. J, 



CHAPTER lU 


Classification of the Indian Revenues 

The revenues of the Government of India are derived from the foflow- 


Pnncipal Heads of Revenue 
(Imperial) 

I — Customs 
II — Taxes on Income 

III —Salt , 

IV — Opium 

V — Land Revenue 
VI — Excise 
Vll — Stamps 

A — Non judicial 
B — Judicial 
VIII —Forest 
IX -Registration 
X — Tnbutes from Indian 
States 


Budget 
Estimates 
for 1926-27 
Rs 

46.40.00 000 

16.14.67.000 
6 90,03,000 
3,80,00,000 

39.03.000 

46.60.000 


Principal Heads of Revenue 
(Imperial) 


Budget 
Estimates 
for 1926-27 


XXV — Industries 
XXVI — Miscellaneous De- 
partments 12,27,000 

XXVIa — Receipts of the 
Indian Stores 
Department 12,00,000 


8.44.000 77,86,000 

19,03 000 

26.75.000 Cuirency and Mint— 

1.64.000 XX VII —Currency . 4,04,46,000 

XXVIII —Mint , , 25,22,000 

83.94.000 


75,50,10,000 

lirigation, etc — 

XIII —Works for which 
Capital accounts are 
kept — Gross Receipts 20,18,000 

Deduct— Working Expenses 12 02 000 


Net Receipts 8,16,000 

XIV —Works. for which no 
Capital accounts are 
kept 5,000 


4,29,68,000 


Ciul Works— 

XXX —Civil Works 9,98,000 


Miscellaneous — 

XXXIII —Receipts m aid of 

Superannuation., 21,26,000 

XXXTV —Stationery and 

Printing 10,04,000 

XXXV — Miscellaneous 7,97,000 


39,27,000 


Total 

Posts aud Telegraphs — 

XV — Posts and Telegraphs— 
Indian Postal S. Ti^egraph 
Department Gross Receipts 
Deduct — Working Expenses 

Net Receipts 

Indo-European Telegraph 
Department — 

Gloss Receipts 
Deduct— Working Expenses 

Net Receipts 
Total 


Debt Sei vices — 

XVI — Interest 

Civil Administiation — 

XVII — Administration of 
Justice 

XVIH — Jails and Coniict 
Settlement 
XIX —Police 
XX — Ports and Pilotage 
XXI —Education 
XXH —Medical 
XXII [ —Public Health 
XXIV — Agricijltuie 


8,21 000 Military Receipts — 

XXXVI — Army-r 

Efteclive 

Non-effective 


10.64.65.000 

10.17.50.000 XXXVII — Maiine ' 
XXXVIII — Militaiy Engmeei 

47,15,000 Services 


34,04 000 

35 67 000 Provincial Contributions and 

miscellaneous adjustments 

— 1,63 000 between Central and Pro- 
vincial Governments — 

45.52.000 XXXIX —Contributions to 

the Central Gov- 
ernment by Pro 

3,47,11,000 \incial Govts 

XXXIXA— Miscellaneous ad- 
justments betiveen 
the Central and Pro 

3.33.000 vincial Government 

Evtiaordinary Items — 

4.01.000 XL -Evtiaordinary Re- 

71.000 ceipts 

24.90.000 Railway Revenues as per 

1,92 000 Railway Budget . . 

1.28.000 — 

1,46,000 Total Revenues 

15.98.000 - 


2.74.06.000 

25.10.000 

2.99.16.000 

17.87.000 

1.12.76.000 

4.29.79.000 


5,45,12,000 


16,00,000 

35,44.32,000 

,30,42.96,000 
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I,— Reclassification of Indian Revenues 

They may be conveniently divided into the following groups — 

(ff) Taxes 

(1) Land Revenue including Irrigation Receipts This must 
stand as a group by itself, not only because of its importance financially 
but also because the piocess of obtaining the levenue from _ land 
IS connected with most interesting discussions in Indian Finance Whether 
land revenue is a tax or an income from public domain, whether it ought 
to be fixed permanently or temporarily, whether it should be collected from 
large land-owners or small tenants, whether it should be collected in kind 
or in cash, are all interesting questions, the solution of which concerns most 
intimately the national wealth of India Agriculture being the principal, 
if not the only, source of living for the people of India, the policy m 
connection with the Land Revenue is as important to the people as to the 
Government. 

(2) The next group will include public income fiom Taxation. Adopt- 
ing for the sake of convenience the common division xif tax levenues, we 
may further sub divide the group into^i) income from direct taxes and (ii) 
that from mdiiect taxes The former include all those taxes paid direptly 
by the tax-payer to- the Government without any possibility for him to 
transfer the burden of his taxes to some one else Undei this definition, the 
income and other assessed taxes and pinvincial rates would be regarded as 
direct taxes. Land levenue, which we have classed apart, would furnish 
anothOT instance of a direct tax The indirect taxes are, by implication of the 
foregoing defin\tion, those which permit the original tax-payei to shift hjs 
burden ; these in India comprise the salt revenue, and the revenue fiom 
excise, customs revenue, stamps and registration receiptsr 

{b) Profits of Monopolies and Profits of Services 

(3) The next head is somewhat peculiar We include in that group 
all revenues from public monopolies, hke, forests and opium At fi.rst 
sight, revenue from the sale of opium appears akin to salt revenue or excise. 
As a matter of fact a considerable portion of the revenue derived -from the 
consumption of opium within the country is credited m the public accounts 
under the head of excise. But the general punciples of cultivating poppy, 
of manufacturing opium and selling it, are so peculiar, and the state in 
India has such a complete control over these processes, that we cannot 
simply class the entire opium revenue as a branch of excise revenue Be- 
sides, opium revenue is essentially not a tax revenue at aU.. Between 1857 
and 1907 the bulk of that revenue was derived from the auction sales of the 
opium grown and manufactured as a monopoly by the Government of Tndia , 
and though that position has mateiiaUy altered within the last ten years or 
more, the mam pimciple of monopoly still endures. So also as regards 
forests. Forests constitute a magnificent public monopoly, the methods of 
raising income from which will be discussed m the appropriate place. The 



only reason we need add here for grouping the revenues from opium and 
forests together is the somewhat anomalous character of each of these 
Items, and their resemblance m fact to a monopoly, 

(4) The fourth group includes income from all commercial services . 
Railways, Irrigation Works and other public worksrPost OfEce and Telegraphs, 
and the Mint As legards the last item, the leceipts and charges m connection 
with it are not verv important, e\cept possibly historically, But the 
receipts, by way of interest on the securities held in the several reserves 
connected with the currency system of the country, are rapidly assuming 
an importance which demands an immediate enunciation of some definite 
policy in regard to them The leceipts in connection with the Post and 
Telegraphs, though not much in excess of the charges for the samev.,ate 
capable, as already hinted at, of considerable increase , and we shall suggest 
still more fully the directions in which a more profitable use of these depart- 
ments can be made. All these are.classed together, because they are all alike 
in being income fro.m the public domain or enterprise of the state m India. 

(c) Incidental Income 

(5) In the next class we may include all the miscellaneous receipts and 
departmental income, civil and military We may also add to this the 
income from tributes which could not logically be included under any one 
of our previous catagories Essentially a political charge* the tributes 
would, under no conceivable system of classification on an economic or finan- 
cial basis, lend themselves to an easy grouping The total income from Tri- 
butes 13 comparatively insignificant 

(6) Our classification has so far left out the important item of Intmest, 
The income denved from interest on loans made to Native States, Provinaal 
Governments, or other local governing bodies, amounted in 1926-27 to 
Rs. 3,47,11,000 without including the cognate income of Rs. 4'04 crores 
credited under the head of currency Against this income we must set off 
the much larger figure of interest payable by the Government of India on its 
numerous financial obligations. As the subject is one not purely of revenue, 
We have thought it more appropriate to discuss it m one place under the 
general discussion of the national debt of India 

A fuller discussion of the principles governing each group of these 
revenues and their position m India will supply the scheme of this part of the 
thesis. To these we shall add two more sections , one dealmg with the ques- 
tion of adding to or improvmg the sources of public revenues m India, and the 
other summing up the general conclusions arrived at in this and Part II * 

• Perhaps the foregoing classification may seem to give too much prominence to 
the principle of con\enience, and not enough to that of scientific distinction If we adopt 
the simple scientific classification of Tax and non Tax Revenues, the large bulk of the 
income of the Government of India would appear as Tax Revenue including Land Revenue, 
Customs, Excise, Salt, Stamps Registration, Income Tax, the profits from Irrigation aad 
Radways and Posts and Telegraphs surplus Only departmental receipts^-Opium and Forests 
Revenues, Interest, and possibly Tributes would then be considered - as non-tax Revenues 
This predominance of tax over non Tax Revenues may be a reason for felicitation, but for 
the fact that the truly tax Revenue vtss Land Revenue and Railway profits — under a 
prevalent misapprehension as to their real nature, — are treated as if they were non-TaH 
sources of public income 



CHAPTER IV 


Land Revenue 

I —General Principles of the Taxation of Land 

The principles which govern the levv of revenue from land appeal to 
be different in different countries. India, m her various provinces, seems to 
possess a variety of systems, which not only do not admit of a similarity with 
systems of land revenue prevailing elsewhere, but which, even among 
themselves, show no uniformity of maxims or working, lo understand the 
nature-and effects of the Land Revenue systems of India properly, we shall 
first summarise the general principles, which, experience and economic reason- 
ing show, ought to govern the levy of an income for the State from the land , 
then trace the development of the general Land Revenue policy of India, and 
finally offer suggestions on the entire system ■“ 

Taxation of land in one form or another has-been practised in every 
civilised country, since land is the commonest, the most obvious, and the 
most easily accessible form of national wealth The excuse for such taxation! 
generally admitted is that the establishment of pubhn-securrty, with the 
construction of roads^and canals, benefits landed property more directly than, 
other form of property. Land, moreover, in most countries had 
origiaally belonged to the co mmun ity And though private property m 
land has since, as generally, been recognised, the proprietor of to-day may yet 
be considered without injustice as the tenant of the community, We maj? 
consider' the land tax as m theory to be nothing but the economic rent due b}| 
the tenant to the community. The feudal idea of the ultimate ownership of 
the sovereign seems to covmtenance this view. The continent of Europe 
has witnessed more acutely the conflict between the. Roman conception 
of pnvate property in land, and the feudal conception of sovereign 
rights. But in England the private ownership, for all practical purposes, 
was very early completed,- even though the theory of the English 
Common Law seems even to day to recognise the ultunate ownership of all 
land as being vested m the Sovereign The alienation of the Royal Domain 
by the munificence or extravagance of the successive rulers led to snrh a 
diminution of the private revenues of the Sovereign as to make him utterly 
dependent on the supply voted by Parliament In the countries of the New 
World and m those recently se ttled, the right of the State to the virgin 

’ Land Revenue is now provincialised, and does not figure at all considerably m the 
aiiDva statement But the genial policy affecting the tenure of land, as well as its 
taxatSoii IS still under the strict supervision of the Central Government That and the fact 
of the mcalcnlable importance of this branch of public revenues to the welfare of an over- 
-whntniing proportion of the Indian people, provide suffioiant excuse to keep up this chapter 
in the present edition. 



poweis of the soil has not thus been alienated. The necessity, howevef, 
of properly developing these untried resources has led the Government of the 
United States, the largest owner of public domain in the whole world, to 
attract the investment of private capital in land on terms almost too generous. 
Such an alienation of public domain in favour of the proprietary ownership 
of private individuals cannot but be regarded as tending to rob posterity for 
the sake of the present development. 

H — Methods of Assessment of Land Revenue 

The simplest method of taxing agricultural land would be to levy a 
uniform tax or rate pe r ut M- t- of rnltiv atioiij. acre, bigha, or hectare. In 
countries which are practically new, with large territories of almost virgin 
capacity, this uniform rate would not pfoVe objectionable or unreasonable. 
But m countries where all available land has been occupied, where there haS 
been considerable investment of capital in land with a view to more intensive 
cultivation, uniform taxation would be singultoly-unjust In such cases the 
alternative is frequently adopted of basing-^e-ta\ on an objoaus-indicatioiLof 
laadfiilJweaLth It is simple, primitive, and thetefore unjust in an advanced 
co.uatry.with considerable investments of capital in land. The system of 
demanding a iked-prapQrln3n-oJLthe.yjieId-QLthiLSoiri&.kindjia,a_CQnsidaj:gijla 
improvement over the two preceding methods, and is more suitable m the 
conditions of older countries But ev^ here, as the basis of taxation would 
be the gross produce of the land, it is possible that in countries of backward 
civilization employment of capital m agriculture might be discouraged. Fof 
as the expenses of cultivation grow under a system of intensive cultivation, 
the proportion of the net to the gross pioduce would fall, and the tax based 
on the gross produce would thus act injuriously against any one desiring a 
further investment in land with a view to more intensive cultivation. 

The more common and approved method of land taxation is on the 
s ale, value nf land , fir thq ta xattnn. .jf the incnmfe The - 

former would be productive to the State only in those~T6untries~wfiere the 
value of land is vei^jgeat, and where, therefore, its transfers are frequent. 
Besides, a tax on sale will prove indirect and may quite conceivably be evaded 
in the absence of an efhcient, umversal system of Reg istration. When 
combined with other pioperty taxes, like Death I5utie¥, the tax would be ^ 
more productive. Taxing the net produce from land would be still more 
productive. For the purpose of taxation, the.net income to be made the 
basis of taxation may be calculated, once for all, to avoid all subsequent 
changes, to ensure st^ility in the yield. If the purpose is lather Jo obtain 
an increasing revenue for the State, a periodical revision- of the income front 
land would seem to be more advisable. But in any case, the taxation of the 
net income from land owned by private land-owners must be limited, so as 
not to interfere with the volume of productiaiL_from land. The private 
proprietor would, indeed, be mclmed to represent every increase in taxation 
as likely to interfere with the produce of land, as^ discouraging the investment 
SS8 



of capital in land. But if the tax is adjusted on what is known as the 
economic rent of land, or the unearned increment of the landlord, duly; 
ascertained, it would not really interfere with the increased production from 
land, nor with an inci eased investment of capital in land. 

As regards the limit of taxation of the economic rent and of the 
unearned increment, J. S, Mill went as far as to assert that the confiscation 
by the State of tlie entire economic rent would not prejudicially affect the 
interests of the producers or the volume of production from land True, the 
landlord class would be hard hit by such a measure , but as the tax falls on 
the rent only, even if the whole of the rent goes into the pocket of the State, 
neither the price of the produce, nor the volume of production, could be 
adversely affected. Only, it must be repeated that the payments made by 
the tenant to the landlord under the name of rent do not necessarily consist of 
rent exclusively, and may include a substantial proportion of inter'’st on 
capital, which, if discouraged, may reduce the produce and affect thB price, t 


The limitation on the taxation of rent thus, pointed out ‘makes the proposal 
of confiscating the entire rent a measure of doubtful utility in the interests of the. 
community, unless, indeed, the logical conclusion of such reasoning is, boldly 
accepted, and the whole agricultural land of the community is owned and 
cultivated by the State in the collective interests of the community. The 
reasons, however, for the gi owing demand for the nationalisation of land are 
only partly economic, but largely social. The improvement of land under a 
system of capitalist farming would necessarily depend on the further invest- 
ment of capital. But as to who should supply the additional capital 
occasions frequent disputes between the strong capitalist farmei and his 


wealthy landlord, Though attempts are made -to slove these disputes 
by a senes of Landlord and Tenant Acts, the perennial problem can 
be definitely solved only by the abolition of the private property in 
land But if private property is to be abolished, should the existing 
owmers be compensated for the abolition of their rights, for the 
capital they may have already invested ? That they have already received 
more than the value of land during their ownership several times over is an 
argument not likely to appeal to our sense of commercial justice. Hence the 
difficulty of financing a wholesale purchase of land from the existing owners 


* "Land-taxes should never be assessed on any basis other than -the real income 
» c the Mbcompetitive rent The curve of such a tax should coincide roughly WitA 
that of the economic rent The tax should, at any rate,^ when imposed by the States, be 
umfonn, not as regards the amount, but as regards the percentage it represents of rent.’ 
Twjaihmgaaia absolutely neces-sary m. order to insure the amortisation jcf land taxes 
bemg as exact as possible, neithei excessive nor inadequate One.is that all rent he taxed 
at ihe same percentage rate, the other is that there he regular revaluation of the taxable 
rent " (Person, “Pr»nci^/es o/Ecoiioi«tcs" Vol II, pp dSe-IB? ) 

t "The land taxis simply what the State leserves for itself as against those to 
whom It guarantees exclusive rights, not only in the pioduce of the soil, but inthesoihtself 
It h a feefor the exclusive possession of the soil, and rests upon the land itself It passas 
from one owner to the next, and the purchaser knows jvhat he will have to pay to the 
community for hisvCxclusivo rights By that amount the land is of less yalue_to him than 
it otherwise would be . and so the community retains permanent possession of the return 
from a part of the soil " (Op Cit p 486 ) 
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seems so colossal a task that many a reformer, rather than loose his reputa- 
tion for sound finance, would prefer a sharp, progressive taxation of rent to a ' 
complete nationalisation. * 

III.— The Assessment of Land Revenue in British India 

The British Government in India has accepted the principle of cash 
assessment by contract, the contract being either perpetual, as in the case of 
Bengal, or for a number of years only, as in the case of Bombav The 
revenue is assessed either on individual fields as in the southern provinces, 
or on the larger estates or entire villages, as in the north Fluctuations in 
these cash contractual assessment are to be found rarely m the backward 
provinces like lower Burma but the Government of India would not, as a 
rule, depart willingly fiom the principle of a fixed cash levenue demand, as 
they fully realise the advantages of fixity of demand to the State, as well as 
to tfc ta^-payer Extension and improvement of agiiculture would be 
impossible in the absence of fixity of demand, while petty, vexatious, oificial 
oppression would be immensely multiplied The one disadvantage of a fixed 
demand is that it would pmss bpAMly upon small men, and in basLjeass, paiB- 
culariv.t The principle of apportioning demand to the volume of production 
requires for its just opeiation that the officials told oft for the task be above 
suspicion as to their ability and honest}. The fixed demand of the Govern- 
ment in the ryotwari tracts is levied on each field, as demarcated by the 
cadastral records, m the form of revenue rates for different classes of land 
settled foi a term of }eais The earliest cash assessments were equivalent 
to fractional shares of the gross produce , but at the present time, except in 
Bombav, wheie the assessment is not fixed in the terms of produce at all, 
the land revenue throughout India is fixed so as to represent -a shaie not of 
the gross, but of the “ net produ ce ”, or “ net assets ” as they are called in 
the zajjundari provinces The meaning of this phrase “ net produce ” 
or “ net assets ” vanes in the diffeient provinces of India In Noctbem 

* The Report of the Indian Taxation Enquiry Committeee hap, in Ch TV, para 50, 
some very interesting description of the systems of land ta nation in European countries 
Para 51 contains a critical summary of the seieral systems considered Both iiould veil 
repay a perusal 

t The Report of the Indian Taxation Inquiry Committee summanses as follows 
the mam principles of land revenue settlement now obtaining m India (Para 77, 
Ch II ) — 

‘ ' It will be observed from the above description of tbe systems of assessment 
in the diffeient proimces that, except in Baluchiatan^ the land reienue 
has ceased to lepresent a portion of the gross produce There are tliree 
distinct methods by which the assessment is calculated In the United ^ 
Provinces the Punjab, and the Central Provinces, the Goieinment demand is 
theoretically based on the economic lent, but actually takes many other 

factors into consideration 

In tbe case of Madras and Burma, the assessment is baseioii the net produce,! 
ie , the gi OSS produce jfiMiKS the cost of cultivation In Madras the cost of 
cultivation is calculated on the assumption that all labour is hired and includes 
an alowance for the labour of the cultivator and his family - In Burma no 
allowance is made for this item • • 

In Bombay the rate of assessment is arrived at empirically vith leference 
to the general economic considerations, and in practice is based on the actual 
rents paid rather than on any theoietical calculation of the net pioduce,” 
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and Central Provinces it represents “ rent ” wherever rent is paid, or that 
portion of the gross produce which would, if the land were rented, be taken 
by the landloid. In Madras and Lower Eurma, on the othei hand, where 
Government deals as a lule direct with the cultivator, the “ net produce ’’ 
IS the difference between the assumed value of the gross ^produc*e^ and the 
expenses, estimated on a liberal basis of raising^nd disposii^ of the produce. 
Speaking generally, the “nrt assets” represent a larger- share of the pro» 
duce in Burma^and Madras, where no middleman intervenes between the 
peasant and the Government, than they do m Northern India, There is no 
hard and fast rule as to the proportion of the “ neLproduce ” which should be 
taken as land revenue , but for India as a w^hole it may be said that the 
nf the net piodnrft tahpn-by-thejGovft mment is abru it—ona— hplf. 
Apart, however, from the fact that the net produce is usually calculated on 
very modeahiiues, the share actually taken may often be below, rather thaji 
above, the average The general principle throughout the country is that 

bnt the net product ’'~>n to— tile cnJtn'Stor ; and it is in the correct 

estimate of this “ net produce ” that the crucial feature of the assessment 
from a statistical stand-pomt lies It will be observed that one of the three 
common basis for the assessment of land revenue is . sals valnf-, i ts -rent 
value , and the valtie nf its pet proftiioA ; the Government of India seem to 
combine the second and the third, 

IV.— The Ownership of Agrricultural Land in India 

We have described m the first chapter the ongia and early develop- 
ment of the land revenue systems m Ben^I, Madras, Bombay and the Umfed 
Provinces of Agra and Oudh. Though m three of-these four there has been 
more than one subsequent revision, the general principles adopted at first 
have remamed practically unaltered. After the transfer of the Government 
of India from the East India Company to the British Crown, the new systems 
introduced were those of the Ennja^(l863) , of O ndh, and of the Central Fro - 
viaees (1860-70) j of Assam (1874), and of Burma (1890-94) In the first 
settlements, or revisions of old settlements, made during the period now under 
review, the most absorbing topic of discussion was the question of owmer- 
ship in ^^land. In the case of the Punjab, when the first hurried settle- 
ment was in progress, many landlords had omitted to register themselves 

•“ The (Jo\ eminent demand gfeould be Iwnited to super cent of the value of the 
^net produce after a liberal deduction for cultivation expenses has been made, and should 

* where,-in-tLo£S, one lialf-of4h»^etrVi-assijmedjoJp^m^n!^^-ti !^ne^^ 
produce ” [See Memorial to the Secretary of State, dated Decembei 20, 1900, by 
Pucfele, &c ] Mr R C, Dutt had signed this Meiaprtal. but personally he vi^s in favom 
of 145. of the gross produce as the maximum of state demand The Government of Lord 
Curzon. replying to this Memorial m the famous land revenue resolution of 1903, observe 
that they “ beUeve it to be an entirely enoneous idea that it is- either possible- or 
equitable to fix the demand of the State at a definite share of the gross produce of land,’.’ 
and they added !Nothing indeed, can be more clear that -wbgile the net-produce-rule 
itself sails fqr. and is habitually subjectTo, modifications in the interests of-tfee cultivators, 
the gross produce standard recommended by the memorialists would lead Jo an increase of 
ftssessment all round,” (Para 17 of the Land Revenue Resolution of 1902 ) 
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for obvious reasons , and these, when the settlement came up for revision, 
demanded to be recognised as sole owners. To register them as complete 
owners would have meant the irretrievable degradation -of the people first 
registered as principal tenants. Hence arose the question as to the real 
ownership in land in India. The Indian Taxation Enquiry Committee have, 
after mature consideration, declared — 

" On these two points the committee are unammonsl} of opinion that, under both ’ 
Hindu and Muhammadan rules, the State never claimed the absolute or exolu- 
sne ownership of the land, and definitely recOSHised the P?uateace-Of— pamte., 
p c on er r y an-tt '* (Para 80) 

If we accept the writings of the late Mr. R. C, Dutt as indicative of 
the Indian public opinion m the last century on this point, it w'ould seem 
that there was a large consensus of opinion among the Indian publicists in 
favour of extending the permanent settlement of Bengal to other provinces 
with a view to create exclusive property in land under landlords of the 
English type. But the right of possession of the cultivator and bis light to 
dispose of the land by sale or will, subject of course to the condition that the 
alienee shall faithfully discharge the obligations in connection with that land, 
IS equally well established, and can scarcely be regarded as identical with the 
position of a leaseholder, or a permanent tenant. The bala nce of reasonin g* 
seems to be_jn favour of regarding the r>ossession .of the Indian cultivator as a 

Ifind nf rnnd.finnal .pwnpyshm ^nnrlifm,.nl imnn r.f dnaa 

Staifl, The first Secretaries of State, like the early officers of the Govern- 
ment of India, tried to evohe, from the conditions they met with, 
a landlord class on the English model, being themselves actuated im- 
perceptibly and unconsciously by th°T'^wn -lass Sj'mpathiw Sir dTharles 
Wood,, in the despatch of July 9, 1862, approved of the principle of 
permanent settlement for the whole of British India in these terms 

" After the most careful review of all these considerations. Her Majesty's Govern- 
ment are of opiruon that the advantages which may reasonably be expected 
to accrue, not only tolhose immediately connected with land but to the com- 
munity generally, — are sufficiently great to justify them in -incurring some 
prospective loss of land rexenue in order to attain them , and that a settle- 
ment in perpetuity in all districts in which the conditions absolutely 
required as preliminary to such measure art, or may hereafter be, 
fulfilled, is a measure dictated by sound policy and calculated-4o 
develop the resources of India.” 

But outside Bengal, the system of capitalist farming on the English 
model seemed to be out of the question In provinces where much of -the 
land was uncultivated and population sparse, with the means of communica- 
tions still primitive and the resources still untried, the introduction of a 
system of permanent settlement of revenue would result not only in the negation 

I recommend a permanent settlement, because I am persuaded that howeyer 
much the country has of late years impioved its resources, it will be-stiil more rapidly 
developed by the limitation of the Government demand ” (Minute of T. Lawr ence. July 5, 
I862) 
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of the right of the State to participate in futuie increments, but would dnectly 
promote mequalities^fi-tbe-4istfibH^ ' 

On Maich 2.4, 1865, replying to the proposals of the Viceioy for a 
general introduction of permanent settlement in Northern India, the 
Secretary of State assented to the proposal as regards districts winch were 
fairly- settled and fully cultivated But he refused to -make the settlement 
permanent m districts which were agriculturally backward., in all other cages 
where the cultivation included .^Q-per cent, of the culturable area, the perma- 
nent settlement was accepted A reservation was afterwaids introduced by 
his successor (17th Maich 1S66) as regards estates- whose value migld J)9 
inci eased by irrigation. I 

V. Land Revenue~A Tax or Rent ? 

The question as to whether the Government revenue fipm land in India 
IS a tax or a rent-payment may also be disposed of brrefly at this stage. Says 
Mr. Batstable m his standard work on public finance — 

"They differ most maikedly from thereat, either customary or competitive, of 
a modern land owner, and more nearly resemble the dues of the feudal Ingl The.y are^ 
just as distinct -from the ordinary lay and aie n ot mvp . rned . hY canrina to wh ic h- it ough t 
to gonfor m , at the utmost they might be flssimila.ted-to -4aj»s nn snecjal iid.vn,ntflgea nr 
m eTnopolies, of which clas s tl-ie possession of land is Qne.pjiamp le Where the State dues 
are frequently revised in accordance with the movements of land values, the approxima- 
tion to r ent is very clos e . where they are changed in Order to smt the means of the State, 
they are practically taxation , where, as is most common, they are fixed for long periods or 
m perpetuity, they are really charges that mpy he oapit-aliaed at the marli-pt rata of intaraal," 

We have observed elsewhere in this chapter, on the authority of the 
Indian Taxation Enquiry Committee, that neither the Hindu nor the Mu- 
hammadan rulers of India ever claimed absolute or exclusive proprietorship 
of the land in India , but that on the contrary they fully recognised the pro- 
perty of the cultivator in the land he cultivated (para 80-83). Where 
tbgjg d g j tn r agl]J;.glgiaB]^£torjhit^^ possibili ty rene ^^^^A^ 

» The following extracts from the minutes or despatches of the officers of the 
Government of India and of the Government of India make interesting reading as to the 
opinion of the earlier authonties on this question of settlement "We do -not exist as ^ 
government really to get the largest revenue we can out -of the country, oi-even to keep the 
mass of the country m a-uniform— dead-Jevel, though it should be a tolerably contented 
and a happy one, as a peasant tenantry under a paternal Government If we give a per- 
manent settlement .. .we lay foundations of a state of society, not perhaps so easily 
managed, but far more varied and richer in the elements of emlisatioa and progress Nor 
do 1 see any reason to fear the effects on revenue It may be true that we shall not get so 
much revenue as if he had kept the increase of rent in our own hands, at any rate for the 
next 20 or 30 years when it is sure to be rapidly increasing But I have no fear of our 
being able to get revenue enough, provided certain conditions are observed in regard to our 
land settlement , and I am by no means sure that it is desirable-for a Government to appro- 
priate a large share of the income of the country or get money more easily than is really 
essential to meet the proper objects of Government " (Minute of Mr Samuel Lang, 
Finance Minister, dated April 7, 1862 ) 

t " A rule might be laid down that no permanent settlement should be concluded 
for any estate the assets of which would, when canal irrigation shall have been carried to 
the full extent at present contemplated, exceed, in the opinion of the officers of the settle- 
ment and irrigation departments, the existiBfi-- a 6sete - - i H- a r-.propnrtirm--Agg ^irig 

(Despatch of March 17, 1866.) 
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yetj this same body of eminent investigators is unable to agree whether the 
land xevemie in India is of the nature of a tax or_of a rent-charge ' ' 
(Cp para. 84 of the Report ) 

As regards the term of settlement, * e, the period during which the 
revenue demand of the State once fixed must be maintained unaltered, the 
period vanes from ,2{IJiiL-40--years Apart from the old demand by Mr, 
R C Dutt and his friends for a perpetual and unalterable settlement) the 
consensus of Indian opinion inclines to the view that the term must be fixed 
m all prov inces with levisable settlements at S^-Y^ars The Government 
attitude in this regard may be gathered from the following — 

" Where the land is fully cultivated, rente-^air, and agncultural-^reduction not 
liable to violent oscillations, it is sufficient if the demands of the Government are readjusted 
once in ^ years, i t* once in the life ^iipe of each generation Where the^pposite conditions 
prevail, where there is much less land, lottjentllind fluctuating cultivation, or again where 
there 15 a lapid development of resources oiung to the construction of roads, railways and 
canals, to an increase of population, or to a rise in prices, the postponement of resettleiaent 
to so long a period is both injurious to the people, who are ii ppq ual toihfijtrain-of-a-sliarp 
enh ancem ent, and to the general taxpayer, who is temporarily deprived of additional 
revenue tovvhich he has a legitimate claim " (Land Revenue Resolution of the Government 
of India, 1902) 

This, however, is an expression of opinion nearly a generation old , 
and with the jncreasing importance of the Indian eleraent.in the local legis* 
latures, it 15 not unlikely that the matter, on reconsideration, would be settled 
in accordance with the Indian aspirations in that behalf 

As legaids the enhancement oi the-Government demand on each 
resettlement, the true economic conditions justifying sucli an increase would 
be g Y'gp m nf the prr'd’w’P tl^P gpnmv.1 dpirplopiYifipf- nf t>». 

mmyty. Speaking only for the small proprietors for the moment, it w'ould be 
but faur to leave them to enjoy any increment w’hich is the direct result ,of 
their own economy, either by capital investment, or by other improv'ements 
mereasing the produce of the land, 01 by decreasing the expenses of culti- 
vation The increase in the value of produce permitting an enhancement ofj 
the Government demand would, theietorc) be only such as is due to thei 
inr.rfiasp-Qf-po pidatinti. or to the constm ofiop r-vads, yyidways and vrrigp.tnnj 
works, In the next term after each revision of settlement, any increase «i 
the yield is left to be enjoyed by the cultivator, even though it be the result 
of further construction of works of public utility by the state, which were 
not m existence at the lime of the resettlement Under the conditions under 
W'hich the average Indian cultivator has to w'oik, however, it would rarely 
be possible for him to effect improvements by his own initiative such as would 
materially raise the yield fiom his holding, without fastening on him -the 
incommensurate incubus of the money-lender The theoretical truth of the 

* One Would have thought the latter was a mere deduction from the fornjer It 
is, hov'ever, unnecessary to labour this point at any greater length, for in the years that 
are now, passing, the entire question IS bound to be considered and settled by the Indian 
Legislatures , and pending that settlemfint, it would be as well tojesen e judgment. 



official contention that, “the concession to the landlerd-or the tenant of a com* 
plete monopoh' of the profits of all improvements of the soil in perpetuity, whether 
created by himself or not, would be a cloctrine, not merely economically unsound, 
but without any foundation m the native custom, or any precedent m history," 
may be conceded. Butin practice the small cultivator finds it_ hard_to 
make both ends meet -whenever the revenue demands are enhanced, for some 
years following. That is why the-Goveinment of India themselves urged, 
and the Secretary of State accepted, in 1S§£, the DronosaLt o enhanre the pnbli p 
no Pth^ir '-qpt a general rise of nr.w A= 

t ^roduce . That is why the resolution on land revenue— policy ,--4ssued by the, 
Government of India in 19D2 under Lord Curzon, desired to “lay stress on the 
principle of gradual and^rogressive enhancement .of suddea=HiGrease_of_j3tlier 
th anunnderate dmiensinns. ” In a subsequent resolution, dated- March 25, 
1905, t th^further extended Jhe principle by elaborating the general maxima 
of suspension or total remission of the land revenue demand- m times . of 
str^s. The axiom, adopted by Lord Ripra’s Government m 1882,_ and 
endorsed by the Famine Commission of 1901-02, was reiterated i “ Reliej 
will not ordmarily be required when thefe i s half g^ -i»vr ^«a.i cr>^ p/’ on the 
general ground that while ft would be wholesome to expect the cultivator to 
take the bad with the good in years of ordinary fluctuation, it would be hope- 
less to expect him to meet the fixed demand in years when the crops barely 
suffice to afford him sustenance Payment of Government demand should 
therefore be not enforced under conditions which would xompel a cultivator 
of average prudence to imperil his future solvency in order to meet it. As j 
for the complete remission of the revenue demand, the general principle is i 

made, and that no suspgnded ravanne shnuld-be-collflcted 4jntiI_aftei:_Qng_ggp_d 
barvesUiadJ:fieii-reapfidaii4he-afleeted^aasa3 


Year, 


1860-61 

1870-71 

1880-81 

1890-91 

1900- 01 

1901- 02 

1902- 03 

1903- 04 
1904 05 

1905- 06 

1906- 07 

1907- 08 
1908 09 
1909-10 
1910 II 


Gross 
Land 
Revenue 
of India 
in Rs. 
21,01.67,420 
20,62,28,230 
21,91,03,140 
24,04,52,090 
26,25,45,465 
27,43,20,270 
27 65,52.675 

28.85.15.820 
28,43,09.955 
28,29.32.535 
29.74,74,795 

28.07.89.820 
29,63,85.900 
31,99,82.115 
31,31,92,815 


VI,— Land Revenue Statistics 


Cost 

of Year 
Collection 

2,20,92,510 1911-12 
2,42,28,569 1912-13 
2.98.36,fl90 1913-14 
3,67,65,960 1914-15 
4,22,33,985 1915-16 
4,29,26,025 1916-17 
4,36,42,200 1917-18 
4,57,33,260 1918-19 
4,80,46,110 1919-20 
5,00,38.650 1920-21 
5,10,84,375 1921-22 
5,25,20,100 1922-23 
5,48,08,980 1923-24 
5.47.51.185 1924-25 
5,49,36,390 


Gross 
Land 
Revonnet 
of India 
in Rs 


31.14,70,456 

31.92.37.020 

32,08,73,629 

31,83,23,088 

33,04,67,411 

33.06.18,876 

32.41.08,686 

31,63,49,164 

33,91,49,146 

31.97.48,469 

34,72.17,273 

35,35,16,327 

34,89,58,777 

35,83,58,138 


Cost Revenue 
of due to 

Collection Irrigation, 


5.67,96,814 

5.80,20,433 

5,97,96,330 

5,87.10.270 

5.85.55,702 

5.71,96,993 

5,67,34.131 

6.15.64,987 

6.44,62,259 

8,10,34,088 

5,91.91,035 

5.92,90,432 

5,18,02,023 

3,84,44,152 


2,02,71,977 

2,30,73,667 

2,52,65,614 

2,50,17,962 

2,66,05,805 

'2,74,06,628 

2,65,33,426 

2,85,67,154 

2.91,77,939 

2,85,63,861 

3,49,71,019 

3,61,79,533 

4.16,25,044 

4,35,03,345 


* Land Revenue Resolution 1902, para 12. 

“ column 1. since 1911-12, are after excluding the 
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details of Land Revenue and Charges 1924-25 


Revenue 

Rs 

Charges 

Rs 

Oidmary Land Revenue 

15,53.74,920 

4,dministration -" 

37,68,074 

Sale of Goiernment Estates 

Sale Proceeds of XVaste Land 

S. Redemption of Land Re 

12,99,168 

Survey and Settlement.^ 

84,98,436 

Assessment of Mienated Lands 

54,99,405 

Land Records^ .1 

,78,41,569 

less Quit Rents 

Recovery of Survey and Settle- 

97,53,610 

Collection of Re\ enue-' 

53,30,506 

ment Charges 

19,12,351 

Encumbered Estates- 

2,524 

Capitation Tax 

1,05,15,135 

Assignments and Com-" 


Rates and Cesses on Land 

17,91,739 

pensation 

27,19,916 

Fisheries 

1,78,31.100 

Works".. 

776 

Miscellaneous L R . 

2,92,332 

Charges •' in England 


Deduct portion of Land Re 
venue due to Irrigation 

Deduct Refunds 


{at £l~Rs 10 ) 

2,07.954 

4,24,03,345 

23,12.277 

Exchange 

74,997 

Total Revenue 

35,83,58,138 

Total Charges ,.3,84,44,153 


VII Criticism and Suggestions 

We may now summarise a few of the criticisms against the Indian land 
revenur policy in general. The late Mr. R. C. Dutt was a persistent and 
convinced critic of the Temporary Settlements, believing the Permanent Set- 
tlement of Bengal to be the ideal for ensuring the happiness of the agricultural 
classes in general. To him the intensity atnd frequency of the famines at 
the end of the last century were mseparably connected with the Temporary 
Settlements Under the Permanent Settlement the land may-recsrve-back-a 
pa rt q{ what it viald s But the investment of additional capital m-Iand-is 
conditional upon not merely the expectation of proportionate return, but also 
upon the degree of interest taken by the cultivator in his holding. Where, 
howeverj the two rhles of landlord and cultivator are separate, where the cap- 
italist has no interest in cultivation beyond getting a fixed rent, the evils of 
absentegisdf^ of management of estates by rapacious and unsympathetic agents, 
unhappy relations between landlords and tenants, multiplication of interme- 
diaries, are all bound tojirep-up. The security of the tenant in such cases 
cannot be left to the landlord. Series of land tenure legislation, inevitable 
as they would be, woulci result in deepening class antagonism. But neither 
the Government ot India nor its critics seem to emphasise what in our 
opinion is the chiet ofFeq.ce of the Permagent Siittlement of Bengal. Anxious 
to secure an element of certainty so sadly lacking m their budgets, the 
Government of Lord Cornwallis was led to surrender all the right of 
sovereignty in land to the zammdar, and the present government has to 
maintain the class in order not to alienate the sympathies of such an import- 
ant section. And because the landed class m Bengal is hghtly taxed to-day, 
though heavy on the standards of 17^3, the rest of India has to bear pro* 

* " the Government of mdia," sa>s Herd Curzon's Land Revenue Resolution of 
January 16, 1902, " cannot cwscientiously endorse the proposition, that in the interest of 
the cultivator, that system of agrarian tenure should be held up as model, which is not 
supported by tne experience of any civilised countrv, which is not justified by the single 
great experiment that^has been made in India, and which was found in the latter case to 
place the tenant so nnrcseriedly at the mercy of the landlord, that the State lias -been j 
compelled to employ for his protection a more stringent measiire of legislation than has beep ^ 
found necessary in the temporary settled areas " 

CO 



{jortionately a much heavier burden, all the moie unjust since there is no 
coriesponding ability to bear the larger burden Excluding irrigation 
receipts credited to land revenue, the table gi\en m the footnote' below 
shows the receipts in the different provinces in 1924-25, 

The perception of a growing loss to the State from the Permanent Settle- 
ment, combined with the depression of the lupee after 1 870. led to a change 
of opinion, which ultimately culminated in the final rejection of the proposals 
for a Permanent Settlement in other provinces. (Despatch of March 28 
1883). Except, therefoie, m the provinces which wera_settled m the early 
years of the last century, the Land Revenue Settlements of BritisLIndia a^e 
on a temporary basis, admitting of a periodical revision and enhancement of 
the State demand when desirable. A glance at the table showing the growth 
of the land revenue and charges would suftce to indicate the progress of 
this great source of public revenue m the lastlO years or so, being practically 
doubled. 


The existence of the Permanent Settlement in some parts gives rise to 
inequalities, vvhich-ajs.allthe mai:e-ofaextinnaMp a s the burdaT, nf Jp nd 
revenue seams- t o h a v e. n aLhing' ta . dn - wit h t b etnun^fig. ,ti 
mere fact that a.shaie of the produce of land has been a customary, ancient 
source of public income in India will not. by itself, justify this inequality. 




A s^ra of taxation mwS the Stite takes neai^Trffi^ 
income of some agriculturists, though their average individual i^ome may 
be miserably small, leaving the greater number, of agricultural incomes 
with an average much larger than in. the formei case, free from taxation 
but for a perpetually fixed and disproportionally small charge, cannot possibly 
be defended If the Indian Gover-nment regrade their-land revenue legislation 
on this proper prmciple, they may have to abandon a considerable jiroportion 
of their present revenue under this head , but the loss need not be absolute 
What they lose m the remissions granted to the smaH cultivator of Bombay' 
Madras, Burma and the Central Provmces. they might makeup by increased 
taxation of incomes of the landlords from land m the United Provinces 
andOr^5^nd_ae Punjab. The problem of redistribution 


chhtan and N, W, F 


37,80.748 
6,13.05,867*^ 
5, 16.52. 'IS 
3,10.73.387 
6.71.08.534^’ 


Gross Revenue. 

Punjab 3,53.68.120 <- 

Jiuraia mcludmg Shan 
States , .. 3,76,68,680 

Bibar and Orissa . 1,67,57 73 

C P and Beiar 2,25, 72, 027 

Tn’iafp ■ ' , ■ • 1-05.13,655 

1 otal Pro\incial 35 45 77 son 

Total Central and Pro- 

• 35,83,58,138 
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among the provinces will no doubt cause internal jealousies ; but it is to be 
hoped that in the interests of equality in taxation and justice, the new con 
sciousness of national solidarity will mimnuse the force of these jealousies, and 
allow the redistribution to be effected by reducing the provincial contribu- 
tions from the piovinces affected in proportion 

The problems connected Mitb the land revenue do not stop here. 
The modern civilised State cannot consider its duty accomplished merely by 
bringing about a greater degiee of distributive justice in its tax-burdens It 
must make it its first concern that the yealtb-qL. the nenn lp Xhe 

agricultural wealth of India cannot increase, so long as the Indian cultivator 
is tilling small, nnpmflfghlf. Vinlflrngg, wi th the perpetual rig t- nf their bein g 
still further rfidnred. Legislation, must simultaneously be undertaken to 
reduce the mot celiejnent of the agricultural land in India, by some system of 
pre-emption, or some other guarantee against sub-division of land of an un- 
economic kind, concomitantly with a definite scheme of ppnsnhdri^i'i'n-nf agn. 
h'lJthPhl hnlAmgg Perhaps the best method to accomplish a standard economic 
holding would be to consider the entire land of a village as belonging to the 
village, and permit its cultivation and enjoyment to the village collectively. 
At the same time steps must be taken to re dnre agr u-ultnraT 
which has not been appreciably affected by the co operative banks after 
twenty years of steady encouiagement The agriculturists’ debts of more than 
thiriy. years’ standing must be taken as cancelled, and no court must entertain' 
any suit on such claims, even if the debtor should himself admit these debts. 
In the case of more recent debts, unless registered and admitting a specified 
rate of interest at the mavimum, no court should be allowed to enforce suclf 
claims againt agriculturists To accomplish a total, wholesale redistribution 
of land, and to destroy agrarian indebtedness, the Governments concerned 
may have to borrow large sums, and enter into comphcated financiaL opera- 
tions , but the consciousness of social injustice in the existing dispensation 
will help to simplify a problem, which would otherwise run the risk- of being 
shelved sine dte on the pretext of insufficiency of funds. 


VIII.— Note on the Indian Land Revenue Policy and the Findings 
of the Taxation Inquiry Committee 

The leport of the Indian Taxation Inquiry Committee thus summarises 
their findings and recommendalions on the Indian Land Revi^enue systems 
in general — 

"From a sunej of the systems of land taxation in other countries, it would appear 
that the tendencies ot modern der elopment are as follows — 

(1) The flaLrate of tax On annuaL or capital ralue is kept comparatively 
low (2) Incomes from and properties in land are treated for purposes of 
income tax and death duties on exactly the same footing as other incomes 
and property (3) Where an increasing share has been taken of-the return 
from land, it has generally been t alren fnrJnral pnrpnsH g 
The Indian systems are the result of a gradual proness of evolution from in- 
digenous practice, and they have been moulded ante their.preseut shape by 
Biitish officers, quite independently of 00.6 another to 5mt local circumstances 
in difteient provinces, 



Except m British Baluchistan, the land levenue Itas ceased to lepresent a portion , 
of the gross pioduce In the United Provinces, the Punjab, and the Central' 
Provinces, the Goiernment demand is theo reticallj - ba se d .ijt a - th a -ecanomic 
rent_ but actually takes many other factors into consideiation In the case of 
Madras "and Burma the assessment is theoreticallv based on the net produ ce, 
wliile in Bombay the rate of assessment is armed at empirically with reference 
to geneial economic considerations, and in piactice is based rather on the 
actuaLrents-piaMUha ii on antU lieoretiiai-calciilations-of-tlien'iet-jiEodnce 
The Committee are divided in opinion as , to ivhethei or not the land revenue 
should be regaided as a ta\ on the individual who pays it, but they are agreed 
that, since it forms a deduction from the national dividend, it should be taken 
mto consideration m dealing with the question of the incidence of taxation 
on the counti7 as a whole 


Application of the canons of taxation to the land revenue— 


(*) Certainty,— This canon is satisfied 

(«) Com enience —Convenience has m some respects been sacrificed to certainty 
The inelasticity of the systems drives a number of people to the money- 
lender during bad seasons The system of making settlements that last for. 
a generation may necessitate a change m ihe standard of living when the 
period comes to a close When the process of settlement continues for 
years and involves meticuloHs enquiry by a large staff, the inconvenience 
and expense to the ryots eencei ned ate v Ary cnnsidara bi'^ 

(»f») Economy — the application of this canon cannot be decided on considerations 
relating to land revenue alone If the assessment and collection of land 
revenue were the only mattei in issue, it would be practicable to devise 
a scheme under which the present levanue could be collected at a much 
smaller cost The justification of the high cost of the settlement and 
collectorate establishments must be looked foi in directions that are 
outside the scope of the Committee's terms of reference 
{»v) Ability —Land revenue 13 essentially a taxon things and not on peiaons, 
and as such it is not a tax to which the doctrine of progression can be 1 
apphed The Committee therefoie confinaBieicJitention to the question' 
of the baiden of the land revenue on land, in other woids the proportion 
which the Goiernment demands bears to the fAonr[ryii'' .’'Ar;i,] or a ai pi-oh ip 
m the di ff erent prnvinrps Evea-in this respect they are unable to 
discover any acceptable basis of compaiison, and aie forced to the con- 
clusion that the uncertainty botlias-to the basis of the assessment and the 
rate is one of the chief respects m which the_3ystems aie open to onticjsm 


The results followingirom the fact that the land revenue viewed as a scheme of 
but actually tends .n the opposite direetm n 
aje aggravated by the conspicuous absence of provision foi an income tax on 
agncultural incomes or a death duty, which serve m the more advanced 
European countues and Japan to introduce an element of progression mto the 
taxation of land 

Of the alternatives suggested, the proposals for the redemption of the Ianc^■. 
revenue either in part or in wliole, oi for the substitution for it of a tax on j 
produce are impracticable for reasons giyen Tha.adoptum.c£.a4 a.x on canit ali 
balnaiULAiiatialiaj i lines- i3 .. 1rs s s n . . ^it-xv Quld involve riw.r,gA. 

Iradiral natu re thnn ig ) 


The essentials of 
defimte. 


new scheme of temporary settlements m 
a, both thn bas ^and-the-w 


that=ih_shoBld=iie 
that ifc.should-be 
. that It should so far as ro.sible ease or steady 
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tlie-bujfkn-on^t he smallest eul tijmtoi , and, finally, tljat-tt-shouldr-Hi-Gominon 
W itli thp rwt nf Hip nf qn mp filsmfint of pro gression 

in ths rasfi of the larK er-Oaiiera 

The Committee lecoinmend that these eisentials should be -secured -by providing 
that for the future the basis of the settlement should be mjjmaLsialus. tc tlie 
gloss produce less cost ot pioduction, including the v aUie^at-thedabout-actually 
evpencled bv the farmer and his family- on the holding, and the return foi 
enterprise The functions_of the settlement ofiicer should be limited to the 
ascertainment of this value on a uniform basis A uniionn rate fixed for a 
whole province should then be applied to these valuations as tliev were made on 
districts falling in for resettlement 

In the case of controlled rents, wheie the rent IS fived bj the settlement officer, 
or IS limited by law or b> custom hav ing the force of law, such rent should be 
taken to be the annualjualue 

Wheie the practice of levying exists, their annual eiyuivalent spread 

over the teim of the lease should be added to the lent for the purpose of 
deteimimng the annual value 

I The i^te of assessment sl\ould be standardised at a compvrativ ely low. figure, -not 
exceeding ^per cent of the annual value 

The leduction in the shaie borne by the land revenue to the total taxation should 
be accompanied by an increase in the local rate, the maximum for the ordinary 
rates being fixed at about 25 pei cent of the sum taken as land revenue 

It IS not possible, m the case o(. a tax w rein, to relieve the poorest cultivator 
by an exemption The relief of his difficulties is to be found tn a better 
system of rural e conom y generally 

The obvious ways of introducing an clement of progiesston m the case of the 
large holder are through an inccim e tfu— on agncultaral-meeines, or through 
something in the nature of a successio n dutv , or -botb 

As no action has yet (upto the moment these pages are going through 
the press) been taken on the Report, it is impossible to sav anything about 
the fate of these lecommendations It is not altogether the fault of the 
Committee that their recommendations leave something to be desired in the 
matter of constructiveness as well as coaiprehensiveness, Their reference 
was so restricted that the lecommendations could not but appear, m places 
at least, to be lop sided. Without a simultaneous and comprehensive consi- 
deration of the whole realm of public finance, including revenue as well as 
expenditure, it would be difficult if not impossible, to come to any system 
which would giyi^e satisfaction in all its details. The expenditure of the 
governments m India has been surveyed by committees entirely unconnected 
with those others who have surveyed their revenue resources , and the lattei 
task has been further handicapped by' limitations, which excluded certain 
specified items of revenue from their consideration This will not help the 
Indian financial administration at all 

So far as their recommendations go, however, the findings and sugges- 
tions of the Taxation Enquiry Committee, in regard to the revenue from land, 
de sqrve a credit for Jiberah sm. which must be tempered with the criticism 
that the Committee have not altogether divorced them from obsolete notions 





of the place and importance of that revenue -in Indian finance. Land 
revenue is no longer the most considerable, noi even tlie most important, 
item of income in the Indian financial system It is, furtherr^ifficult to endorse 
altogether the Committee’s postulate that revenue from land is m the nature 
of a tax on things, and not on persons , which, therefoie, does not admit 
of piogresgion On this basis every tax on property in all its foims would 
be incapable of progressive burdens It is, moreover, inconsistent with the 
Committee’s own hope and suggestion that the supplementation by means of 
death duties would permit of a progressive taxation of land. Finally, Jhe 
attempt to approximate the land revenue to an income tax, piauseworthy _as 
it IS, must be shorn of part at least of the Committee’s credit, inasmuch as 
they halt midway without going to the logical conclusion their own reason- 
ing inevitably suggests. An income tax on any 4cmd of income, howevei 
derived, must be progressive and if it is progressive, it must also permit 
of a certain minimum of subsistence to be entirely exempted from any taxa- 
tion The committee are unable to recommend this exemption of the 
smallest-holding from taxation, notwithstandmg their realisation of the in- 
finite and uneconomic subdivision of agricultural land, with all the hardships 
and waste it implies. They do not, also, seem to have consideied fully the 
fact that the cultivator is not burdened only with the land revenue in India. 
He has to pay the bulk of the salt tax, and the excise as well as the customs 
revenue , he bears no inconsiderable portion of the judicial stamps revenue, 
of the forest dues, of registration charges, of irrigation receipts of Govern- 
ment, of the railway and post office receipts m so far as they can be called 
taxation , so that the tax on his land, his only -employment, falls unduly 
heavily on him m proportion as his holding is small The only satisfactory 
reform of the land revenue in India is to approximate it completely to the 
income tax and other property taxes in European countries For the 
amortisation of this revenue, we think it may help to attract additional 
capital into agriculture in India, — especially -in the cultivation of commer- 
cial crops , and though the difficujties are no doubt many and serious, the 
proposal needs more serious consideration than this Committee have given 
It. 



CHAPTER 4y 


Revenue from Direct Taxes 


I. — Direct vs Indirect Taxes 

The distinction between the direct and indirect taxes is adopted more 
for the purpose of convenience m discussion than because we recognise a 
fundamental diffeience between the two kinds of the taxes ‘‘ The original 
distinction between these two kinds introduced by the physiocrats was as 
logical as it was radical. They considered direct taxes to be those which 
fell immediately upon the tax-source, and they considered only such taxes to 
be desirablef But in practice the tax-reformers of the last century found 
It possible to preserve the radical simplicity of the Physiocyatic “ Impdl 
Unique" on the ” Piodmt Net,” as much on account of the difficulty of 
ascertaining the total national produce and of devising a single tax from such 
produce, as of making the tax suffice for the constantly increasing wants of 
the national exchequer i 

Being disinclined to consider the distinction between the direct and 
indirect taxes as anything more than a principle of administrative convenience, i 
we need hardly dwell at length upon the relative advantages of the two 

* " The classification of taxes as direct or indirect is no longer a question as to the 
f aninipripss of thp- lax .oliier.t £inm-thn.tn\ sniirre^bul ? qnoglmn aiffgi-cr i 

finds of tax obiects it jsjlilu eition nf th ft4 e rl i oique of -t ax a tio n ^ (Cohn, Pub! n Finance 
r 526) 

Speaking on the Budget, April 15. 1801, Gladstone compared direct and indirect 
taxes to two charming sisters, the one blonde the other brunette, the one -more frank and 
outspoken, the other inclined to be shy and retiring as member of the House, and more 
particularly as Chancellor of the Exchequer he bad alw ays considered it his duty to pay 
his ceapects-to-bofh (Cp the Budget Speeches of W E Gladstone) 

" A direct tax is one which is demanded from the very person, who, it is intended 
or desired, should pay it indirect taxes are those which are demanded from one person, 
in the expectaUon and intention that he shall indemnify himself at the expense of another " 
(J S MiV, Principles of Political hcoiiomy Bk V 3) 

t Cp Ifercier de la Revnere, quoted by Cohn in his Science of Finance p 524 
J The American Heniy George was a later advocate of the single tax almost on 
the Plnsiocratic ideal In the language of Cohn "Even on this basis of a difference merely 
in the techniqueof taxation, it isdiflicultto find an agreement in the authorities on the subject, 
Once free from the logical and fundamental distinction of the French school, it becomes in- 
creasingly difficult to accept a fundamental division K H Eau considered the distinction 

-mti jlid in fact b e ar the burden nf t he-tax but as this was a distinction of externals only! 
he discarded it in favoui ot another Taxes on expenditure, and those on assessments 
Hoffmann abandoned the distinction, because he considered the distinction between -the 
taxes on possessions and those on transactions more fundamental and more in accordance 
with the true conception of the direct and indirect taxes This latter dmsion-has the merit of 
pointing to the difference that must be observed m the collection and administrative treat 
raents of these two kinds of taxes But bej ond this, the logical position remains prasti 
cally unaltered It is impossible to consider all taxes on transactions or expenditure as 
indirect, and all taxes on possessions or assessnients. as_xiirect_ Even the most common 
illustration of the indirect taxes, — the customs dutiesTlevled on goods imported from 
abroad, — may be shown to be in reality a direcLlai. if the miporter is himself the consumer, 
asm the- case of goods imported through the4!05ti^ce See also Chapter I, ante p 203 
et seq 



kinds of taxes. It is commonly believed that the progress of the political 
society from the personal, absolute regime to the constitutional democratic 
go\ ernment i s synchrnn ou R -With. -and cd± enia ,Q litatP il--tyr-^be---6haBge-j^ 
fh.. in flirer.t taxation, Be cause the direct Jaxes-mjak&-the^Jaoq3^ 

ppmfnlly, r.el ijn&tan tl y aware oL thp. burden he is-beanng^-thgy^Jead hiiu-to 
mnrp rir-tive la tfi Test in the affa irs of the government Because the 
burden of indirect taxes is disguised and unpeiceived, they are necessarily 
the favourites with governments constituted on absolutist principles, and 
lustified,. if at all, on the ground of their patficna l splicitud a ' This advan 
tage IS bound to be oxerriding all the disadvantage of direct taxes wherever 
the ideal of political progress on democratic lines is accepted It is some- 
times argued that mprf. more - vo lu a t ^ , more 

ta^r-paye r But if by flexibility is meant the possibility of raising more 
revenue by a slight increase in the late of the tax, it is difficult to see how 
the most commonly accepted instances of indirect taxes -can be more pro- 
ductive. At a time when the exchequer is depleted by a war or some other 
extraordinary demand, it is mote than likely that the tiade of the country 
would have been disorganised if not paralysed, and the ability of the peqple 
to maintain a high standard of consumption would be much reduced At 
that time every addition to the rate of the tax cannot but prove a 
disappointment if it is intended to raise additional revenue. Even in 
normal times, the most common phenomenon is that the yield of these 
taxes does not increase in proportion to the addition to the -rate, as 
the increase in price will unavoidably result jn a diminution of the con- 


sumption Jand consequently of the tax jreturn-. It is thus impossible to 

They are voluntari} m the sense that, these being mostly taxes on 
consumable commodities, the people’s use of the taxed commodities 
is taken to be an indication of tbeir willingness to pay the taxes. But 
more often than not, the modern financier, seeking additional revenues, 
takes .only those articles of consumption, which, being of univeisal neces 
sity, are bound to be consumed -m large quantities, and consequently sure 
to yield a large return But as the commodities selected for taxation are 


prime necessaries, it is no use to say that they can avoid the burdens by not 
using the taxed articles unless there is some eSective substitute. And even 


supposing that there is an effectnm alternative, the Jaxjsjquld— occasion 


We conclude, then, that the 


* "Les Impota directs portent immediatement sur les personnes, sur la possession, 
on la jouissance de la nchesse , les impots indirecta sont percus a Voccasion d’un fail, 
d'un acte, d’un exchange ' ’ (Le Roy Beaulieu Tfattc. de Ptnances} 

f We are not here concerned with those indirect taxes on commodities, the con- 
sumption of which IS sought to be prevented or discouiaged for reasons of national -pro- 
ductivity, or because the taxed articles are believed to be deletenoiia m their effects In 
Such a case the object of the financier is not revenue but somal reform- or induslnal re 
Bmerauon, which we may for the moment set aside But th.e fact majJje noted that in 
so much as the tax is productne, and thp- national exchequer becomes, dependent on jt, 
th* original object of restnctingjir redi recting con gmnptLonj s apt tn Up nh^cnred 



233 


apparent voluntariness of these consumption or commodity taxes is mis- 
leading , and the burden of taxes would be inequitable as between the rich 
and the poor, which would not be counterbalanced by the fact that every 
consumer is free to escape the tax burdens by not using the taxed article, 
except when articles of lu\uries_alone are taxed As regards convenience 
m administration, it may be conceded that cnstoms and excise administration 
in modern States, and the taxes on commodities levied by local authonties, 
are more convenient in administering than perhaps income taxes and death 
duties. But this convenience is conditional upon aiL-giikiftnt serxice— having 
been- dfivelnp ed . and the taxes offe ri ng no tempta tion to evasion. 

The great difficulty m the case of direct taxes is to find a suitable source 
of taxation which would nQt--ri4mit mf n trgpsfe^ of imrdens . By xommon 
consent, ineomB-and-propactu -taxes are regarded as dir ectJaxes. though it is 
by no means quite certain that the burden may not be shifted by the tax- 
payer by asking for a higher salaiy nr— pension , or seeking more paying 
investments. Such as thej are, however, thev are least likely to shift tfie 
burdens But the mam objection against an income tax is that income is 
nor ft reliable mdiratign pf The same income may mean 

quite different utility to two different persons, one of whom gets it from his 
property, the other earns it by tw-elve hours’ daily toil , one has no one but 
himself to support on that income, the other has a growing family to feed, 
clothe and bring up I But this difficulty is easily cured by a system of pro- 
gresssive taxation, in rvhich the rate of the tax rises in proportion to the 
rise m the size of the income , by exemption and rebates or refunds according 
to the size of the income, its source, and the demands upon it , and by differ- 
entiation m the rate of taxation according as the incomes are earned or not 
earned Taxes on property do not alw'ays admit of the same graduation, 
exemptmn, or rebates, possibly because the chances of injustice would be 
comparatively less. 

The great advantage, however, of the direct taxes is that they are more 
t ruly ui accordance with the ability of the tax-uaver as indicated by the lea st 
fibiectinnablfi measure of ability . There are defects, no doubt , but mote 
accumulating experience enables us to devise means by which to minimise 
these disadvantages, and the consequent chances of an unequal, inequitable 
distribution of the tax burdens They are also more likely in an hour of 
emergency, by a mere increase in the rate of the tax, to yield correspondingly 
m£)re.+ There are chances-of-eiiasion and f alse declaration _jpf the income , 

' ‘ Every tax ought to be le\ led limg , pr ,n Uip .manner in i.Uiirh Tl- I.s mn pf 

l il-ely tn -b ft - F .o n t£niea tfor the contnbu tQj-tQ-pav-it But tJieJcnmenienc e discussetL abeve 
Is not so much that of the tax-payer as of the Goxernment ’’ {' ‘ Wealth of Nations, ” Bk V, 
Ch II ) 

t The British Income Tax system makes a distinction between incomes which are 
earned and those which are unearned, by levying a higher -rate on the latter It also 
grants Some concessions to marrleiipeople and to large families See the report of the 
Royal Commission on Income Tax, 1920 

1 In England they have, ever since Us introductio n, rel ied on the income tax to 
make up any sudden, unexpected strain on the national finance In the last \%ar as la- 
the B op.r Wa r*^ the Income Tax accounted for the largest proportion of the increase tn 
revenues From -44 SO million the Income Tax Receipts of 1913-14, they rose to £290 43 
million or by 650 percent in 1918-19. 
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but we may escape these defects by the device of taxing at the source, and 
punishing the false declarant or his-property, should it afterwards turn out 
to be in excess- of - decl aration ■■ 

n.— The History of Direct Taxes in India 


Direct taxation as such was not unknown, in the financial administra- 
tion of India even in the pisJBHttsh-regime t The land tax or land revenue 
IS the most obvious instance of a direct tax, which has been familiar to the 
people of India ever since the beginning of their history Practically tne whole 
of the local finance in ancient India was of the natuiemf direct payments. 
When direct taxation in the shape of an income tac was first contemplated 
under the British rule, tliere were many who felt that the novelty of the tax, 
and the inquisitorial methods which its administration would involve, would 
go a long way in making the tax a failure. But as Wilson, the first regular 
Finance Minister of India, observed — 

"Sir, I have consulted the ancient sacred authority of Manu, and the veision of 
the ancient Hindoo law, upon the best authority at my command, is as 
follows — 

" The revenue consists of a share of grain and of all other agricultural produce , 
a very small annual imposition on the petty traders and- shopkeepers, and a 
forced service of a day in each month by handycraftsmen The merchants 
are to be- taxed on a consideration of the prime cost of theis-oommodities, the 
expenses of Iravelhng-and their net profits The following are the.ratos pf 
taxation . on cattle, gems, gold and silver added each year to the capital stock, 
one fiftieth, which in the time of war oi invasion may bp increased to one 
twentieth On gram, one twelfth, one eighth, one sixth according to the soil 
and labour necessary to cultivate it On the clear annual increase of 

trees, fresh meat, honey, perfumes, and several other natural products and 
manufactuies. one sixth The king is also entitled to 20% on the profits of 
all sales, . Besides possessing mines cf his own, he is also entitled 
to half of the precious minerals m the earth,' 


"Now, Sir, I must say that theie is latitude enough for the most needy ex- 
chequer and the most voracious minister — a twenty per oent income 
tax upon profits , a tax varying from two to five per cert upon accumulated 
capital , a share of almost every article produced . an annual tax on trades, 
half the produce of mines "} 


If we leave asidq the minor examples of direct taxation, more m the nature 
of an unwelcome inheritance from the past than as representative of the 
considered financial policy of the Government of India, the first general ' 
Income Tax was levied by Wilson m 186QTor a period of five years in order i 


J system of income lax collection, the estate, if found on the 

death of the ta\--payer to be more valuable than what the declaration of income during life 
time would warrant, all the arrears are charged on thaesiate. 


f Direct faxes on the trading classes have been imposed in India from time im- 
memorial, and there IS at this stage no impoitant Native Stale, in which it is not a recos- 
nised part of the fiscal system There is probably no country imthe world in which so 
large a proportion of a great revenue is raised by direct small payments as in India As a 
matter of fact, fte peater part of the Land Revenue of mo-e than ho, 000, 000 is raised 
by what are ^yments from an immense number of persons So 

« thelocal taxation m a great part, perhaps in the greater p^° 

m Indiai is received m tlie form of direct and not mdirect payments” fStrachev 

Ftnoitces and P«6he Worfeso/Indtq:, 1869-81, p 207) 

t Budget Speech of Wilson, 16 February 1860, p 16 
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to meet tl;e difficulties caused by the Mutiny * It was levied, on the English 
model, on all incomes above Rs. 2Q0 per ann um, and arising ,from property, 
professjpns, trade and offices, at the rate of .2^ on incomes between Rs 200 
and 500 per annum , and 3% on larger incomes, which also _bore the addi- 
tional one per cenf, to be used for purpose of local development The 
taxable minimum was raised to Rs 500, the year after the next, when the 
rate was made unifoim at 2^ The average yield was about Rs. 

Qtorfis When the first Act came to an end, its disadvantages and inconve- 
nience were magnified, and the attempt at direct taxation m this modern 
form was for a time abandoned But the finances of India had come to 
depend too much on such aid as this tax afforded to allow Government for 
ever to abandon this source of revenue. Owing to the uncertainty of the 
opium revenue, the demands of famine relief, and the progiamme of public 
works, they were threatened with chronic deficit, and hence the License Tax 
on trades and professions was introduced in 1867 to take the place of the 
expired income tax. Being a tax on non-agricultural incomes, it applied only 
to those persons w'ho earned, in the exercise of their trade or profession, 
more -than Rs 200 per annum, the taxed classes being divided into groups, 
somewhat on the Prussian model, and paying fixed rates amounting to 
on the minimum income of each class. The yield of this tax was Rs ^ 
lakhs , but the income v^as furthei increased by the jntroduction in 1 868-69 
of the Ceii:ficaiS_lax, at the same time relief being given under Jdie old tax 
by raising the taxable minimum to Rs. 5QQ.per annum, and reducing the rates 
to ^ on the minimum income of each class. The yield was reduced to 
51 lakhs. But the same year (18691, the Certificate Tax was converted into, 
and replaced by a general income tax. The taxable jnimmum and the rate 
were at first left unchanged , but owing to the continued strain on the 
finances and to apprehended deficit, the assessment was raised bv SQSo whjie 
the. methods of assessment were made more rigorous. The 521,000 taxed 
persons paid the total amount of Rs Til crores The rate was further 
raised to about 3 per cent on the minimum of each class below Rs. 2,000 
a year, and 3j per cent on income above that minimum In spite of the 
enhanced rate, the yield came to only 2 07 crores, and the number of 
assessees fell to 38R,000 In the next year 1871-72, the taxable mimiruim 
was raised to Rs 750, and the rate was a uniform 2. pu"; in the rupee or, a 
little over 1% The yield was then 82 lakhs, and whenm the following year the 
minimum was raised to Rs. 1,000, the vield fell to 58 lakhs. The tax was 
abandoned at the end of 1 872=73. 

Durmg this experimental stage everything was against the tax becom- 
ing an integral feature of Indian Finance. The people were no doabt 
unfamihar with the mechanism of an income tax, and there, was room enough 
for petty oppression and extortion Besides, the constant changes in the 

* The introduction of the first income tax was the occasion of a constitutional 
struggle of some impo^ance between the Government o£-India and the Madras Govern- 
ment Sit C Trevely an, the Governor of Madras, vehemently opposed the ^ucome Xa^ 
and was in consei^uence recalled, 



rates and the taxable ininimum introduced a confusion which was in no way 
compensated for by the obviOusT:esire to take no more fiom the people than 
was necessary for the occasion. The plea of the Bengal landlords, and of 
agriculturists in general, to be exempted from this burden on the ground 
of the Permanent Settlement being exclusive of all taxes, was overruled ; aed 
that contributed in no small measure to the general unpopularity of this ta\. 
The next attempt towards a direct tax was made m to meet a falling 
fi Starting with the United Piovinces and the 

Punjab, the license tax on traders and artisans was made common 
practically to the whole countiy All incomes derived from non-agricultural 
trades and dealings were taxed at fixed rates varying, with the classes into 
which the assessees were divided Though the classification differed m 
different provinces, they wer^ all subject to the general condition that in no 
case was the tax to exceed 2S^f the income. The taxable minimum was 
1 at first above Rs. 400. but was m 1880 raised to Rs, 500. Incomes derived 
j from Government service and professions were free from this tax. The 
I miQimum tax on any individual -was thus Rs, 10, the maximum being 
Rs 500, except in Bombay, where it was Rs. 200. This arrangement, how ! 
ever meqmtable according to modern notions, continued unaltered till 1.SS6/ 
and the yield varied from Rs. 90 lakhs in 1 878-79 to Rs, 52 lakhs betweeii 
1883^-86. Defective as it was, the license tax of 1S77-78 was left undis- 
turbed by Government, partly because by constitution the Indian Govern- 
ment IS averse to chaages, partly because the people were becoming gradually 
accustomed to this foim of taxation, which might have been unnecessarily 
disturbed by an iJl-timed change, however sound it may seem in theory. In 
1886"§7, however, the need to finance the Bur mese W ar, and the additional 
military expenditure consequent upsp. the Penjdeh incident, as well as the 
demands of a rapidly falling exchange, suggested a radical revision. A 
general income tax on non-agricultural income was thus - introduced to take ' 
the place of the license tax'^ Thejaxed incomes.were divided into the four 
classes of Xl) Salves and Pensions, “(2) Profits of Companies, Td) Interest 
on securities, and W other sources Incomes over Rs 2,000 a year were 
to pay at a general rate of 5_pies in the rupee (about 2i%) , incomes from 
salaries and securities between Rs 500 and Rs 2.000 were to jiay 4 pies in 
the rupee (about 2%) , while similar incomes deiived from other sources were 
to pay fixed rates according to classes. Of these -theie were six classes, on. 
the thj^e lowest of which the tax was equal to 2% on the minimum of each 
class, and for the others it was shghtly in excess of 2% on the maximum f 
of the class. Incomes below Rs. 500 were to be free, as also _all incomes ' 
derived from land or agriculture. Exemption, was similarly granted to 
charities and endowments, and to soldiers whose income was below Rs. 500 
a month. 

The law;, as thus passed was for -the whele of India, an^ts mam 
principles still remam in forpe. Subsequent changes were : ""tl) in —the 
^ectiQB-^uaisia§~-th fl _ mm i m iij m . .. exem pted, which was-raised to Rs. 1,000 
in 1903, thereby freemg 315,000 persons out of 500,000 tax-payers, at n 
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sacrifice of about 29 lakhs or 14% of the previous revenue , and again in 
1919-20, when the tax free minimum was raised to 2,OCO, at a sacrifice of 
about 75 lakhs, freeing 237,000 persons out of a total of 381,000 , and, 
*^2) in ilie direction of shaipening the rate of graduation of the tax. 
In the original Act, there was really no attempt to make the tax progressive, 
unless we consider the difference between 4 pies and 5 pies as indicative of 
the omission Even m the reforming Act of 1903 no attempt was made to im- 
prove the progression It was owing to the grave necessity occasioned by the ! 
last war that the income tax in India for the first time accepted the principle of 
progression in assessment The budget of 1916-17 left untouched the ex- 
emptions granted by previous legislation, as also the ratemf taxation oa 
incomes upto Rs 5,000 a year But for incomes exceeding Rs 5,000, the tax 
was raased to 6 pies in the rupee upto Rs, 9,999, on incomes between Rs. 10,000 
and over to one anna in the rupee or 6% The profits of companies were 
made assessable at the uniform rate of 6^o, subject to exemption in the case 
of individual shareholders n hose income from all -sources was such as to 
demand a lower rate In the next follow mg budget the principle of progres- 
sion was carried a step further by the introduction of the Super -Tax, which 
began m respect of incomes exceeding Rs 50,000 and was charged at the 
rate of one anna in the rupee on every rupee after the first 50,000 , at 
gnna in the rupee on incomes between one lakh and one and a half lakh , for 
.'every rupee of the next Rs 50,000 of the excess, i.e,, between If lakh and 
j2 at two annas in the rupee or ]2]:°o, and on incomes over lakhs at the 
I rate of 3 annas m the rupee These are m addition to the standard Income 
Tax at the rate of one anna in the rupee or 6i% The maximum charge, 
therefore, under the Indian rates is 25%, being much under the rate charged 
in England or the United States The total yield of the Income and Super 
Taxes in 1918-19 was nearly IP croies 


II. — Receipts from Taxes on Income 


The subjoined tablet shows the growth of the Income and Super 
Tax and other cognate taxes since the beginning of the period under leview. 


Rs 

1861-62 2,05,46 

1871-72 2.07,20 

1881-82 53 68 

1886-87 1 35 47 

1891-92 1,65 28 

1896-97 1,87.28 

1901- 02 2 05,39 

1902- 03 2.lb.5G 

1903- 04 1,82,19 

1904- 05 1,88,97 

1905- 06 1.98,20 


(/« thousands of lupees) 

Rs 

1906- 07 2,13-.47 

1907- 03 2.25,62 

1908- 09 2,33 01 

1909- 10 2 33,84 

1910- 11 2.38 99 

1911- 12 2,47,93 

1912- 13 2 61,35 

1913- 14 2,92 53 

1914- 15 3,05 50 

1915- 16 3 13,51 

1916- 17 5,65,94 

1917- 18 9.46,21 


Rs 

1918- 19 11,63,76 

1919- 20 23,20,78 

1920- 21 22,19,28 

1921- 22 22,17,54 

1922- 23 18,13 94 

1923- 24 18,49,11 

1924- 25 16,21,23 

1925- 26 R E 16,24,69 

1926- 27 B E 16,14,67 


* The Super Tax, modified m 1920-21, was reintroduced m the next budget, 
(1921-22) at a sharply piogressiie rate, being 25% maximum on incomes exceeding sj 
lakhs a year % 

t The figures show gross yield in every case Upto 1899-1900 the figures give fl—lO 
rupees, and since 1899 £\—15 rupees After 1911-12 the figures have been taken from (he 
decennial statistical abstracts 



Apart from the taxes on income there are now no nther direct taxes 
under the name of assessed taxes, with the possible exception of the capita- 
tion tax or “ Thathameda ” of Burma The proceeds of this tax are, however, 
credited mider tlie head of land -revenue, though thej:a\ really represents 
the income tax for the up-country regions of Burma Since-19Q5, the whole 
of Lower Burma, has been made subject to the ordinary- income tax, 
w hilesn Uppei Burma, ivith the exception of Mandalayf the tax-apphes only to 
Government servants and to some employees of the joint stock companies, 
In the Central Provinces there was another duect tax, jthe “ jjandhan—tax, ” 
which was abolished in 1302*^ The only other representative of direct taxa- 
tion in the Indian fiscal system is the Provincial Rates which will be dis 
cussed anon. 


At the end of the nineteenth century, Sd^jif-tlie-assessees were in the 
lowest class, and paid between them 35% of the total yield. The total 
national income subjected to the tax was declared about the same time 
at 78 crores. Of the four classes of incomes, salaries and pensions 
accounted for 30% of the yield, profits of companies 7%, interest on securities 
5%, and the other .sources 58% As between the provinces, Bombay 
had 1 out of every 209 persons paying the tax, Madras 4^7, Punjab 
444, Bengal 580, United Provinces 637, Assam 681, and Central 
Provinces 1,077- Ten years Jater the smallest taxed incomes accounted 
fot 65^ contributing only 1/5 of the total revenue The total number 
of assesees was 270,000 Of the total tax, salaries contributed m I 
1911-12, 28%; company profits 11%; interest on securities 5% and the other 
sources 46%. In 1924-25j there were 7,91,348 persons of all grades assessed 
to the tax on income, paying a net amount of Rs. 7,21,84,145- The total 
mcome assessed to the tax was Rs 166T3 crores of which salaries accounted 
for 62'87 crores or 37|%, the income of Hindu joint families aggregated ISTO 
crores, and all other incomes 88T5 crores The largest number of assessees 
67‘86% is m the lowest class of incomes, i e., between 2j000 and 2,499 p a , 
but the largest amount of the income taxed (23 16 crores)- is m the c]ass 
between Rs 5,000 and 7,499 p a , while the greatest tax receipts- are from 
incomes over Rs. 50,000 p a. In that class 2,498 individuals pay among 
them Rs 137 22 lakhs by way of mcome tax As between the provinces, 
Bombay has the largest number of assessees 67,344, Bengal coming second 
with 41,651, and Madras third with 35,641 The Punjab has 26,009 
assessees, while the United Provinces muster 24,031, Bihar and Orissa 
13,887, Central ^Svinces 11,283, Assam 5,104, N. W. Frontier 3 506, and 
Delhi 2,680,'*y^ 

111.— Criticism on the Indian Income Tax System 

Considering. the Indian FiscM system as a whole, we cannot but admit 
that as compared to western nations, d 


♦ Cp. the Report of the Central Boitrd of Revenue for 1924-25, 
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India ) if we leave out of account the land revenue as a 
debateable subject If we include the land revenue and provincial rates, the 
total yield of direct taxes would be about Rs ^ crores in 1.924-^5 out of the 
total revenue of 2^ crores or under 25% . This contrasts poorly with the 
direct taxes paying 4Q% of the total revenue in the pre-war eraT or 80% of 
the total m the last war year, in the United Kingdom, or 60 % of the United 
States revenues in 1917-18" If we omit from these figures the great item of 
land revenue, the pre-war percentage would not much exceed 2j%, 'while 

that the wealth of India being relatively very small, the yield from direct 
taxes would never be very great in this country But making, full allow- 
ances for these factors, the fact still remains that the proportion between the 
two classes of tax burdeps is borne unequally by the different kinds of tax- 
payers.” It has been argued, that direct taxes, of the kind of the English 
Death Duties, are impossible m India owing to the law of the Joint Family 
which allows of no division of ancestral property being made._ But that 
custom, even admitting that jt is impossible of modification by modern 
legislation, applies in all- its rigour only to landed or ynmoveable family 
wealth. \\ e shall show elsewhere some means of meeting that difficulty. 
Here, we may point- out that at least as far as the tnnv pab1<» prnparty of i 
non agriculture classes is concern( ?d. fhy j 

cojmugftJft^d , and though the amount expected from such a source be small, 
the tax, if introduced, would help to right the present unfair balance in favour 
of the payers of direct tax es.! 

Annlhpr grpat defnrt nf oiir s ystem of direct <-aMttirin -i.g the fixp.mptinn 
nf agncid tnrnl incom^ The small cultivator of the ryotwan 

regions has mdeed an income too small to enable him to pay a tax thereon, he 
would be exempted in any system of equitable adjustment of the tax burdens. 
Besides, he takes more than a fair share of the burdens of the Government 
by the payment of the land revenue, in itself a direct tax almost like an 
income tax. While in the case of the other incomes, all incomes below 
Rs. 1999 a year are now exempted, the bulk of the land revenue is paid 


♦Cp The Wealth and Ta\abte Capacity of India by Shah and Khambatta, 
Ch III, p 225 et seq 

t The amount that might be e\pected from such a tax is ditocult to estimate Wa 
ha\e no records of transfers of estates and then: 
\alues at the death of the original ow ner The 
table in the margin show s the probable amount 
of total property which mai be brought under 
such a tax And if we assume that aboutjASf, 
of the total changes hands every year by death, 
and that it is taxed at 5% on an average, the 
total fax expected from this source would be 
under .2ijiroj:es of rupees See also the Report 
of the Taxation Committee. 

The above figures are more up to date than m the first edition, and have been taken 
from the statistical abstracts as well as rtcent budget statements but given for convenience 
in round figures, 


Rs 

Total paid up Capital of Joint 


Stock Co 270 Cr 

Bank deposits 200- ,, 

Govt Debt and liabilities 1,000 ,, 

Municipal & Port Trust 50 ,, 

Miscellaneous .. 30 ,, 


1,550 



by roen nnd eiUhat-^»i nifiWtE Ho f 4axatiQn. If an attempt were 

made to make the tac burdens more evenly distributed, it is more than likely 
that a great portion of that revenue will liaie.tCLbfi43ennanfiii^^ 

But while there is a possibility of considerable decline in revenue if the 
exemption limit is raised, the incomes of the great Bengal land lords or the 
Oudh Talukdars, now unfairly exempted from the income tax, will more 
thamm^ke up the dehat, if taxed progressively at a rate in proportion to the 
sue of their incomes The Permanent Settlement has resulted^nn an ex- 
emption from taxation, which is all the more scandalous as the mduuduals 
exempted are the most able to bear the burdens But so great is the strength 
of this powerful vested interest that when, owing to war needs, the rate of 
the income tax was sharply raised m 1917-18, and an attempt was made to tax 
at least the income derived from the savings-of-the- agHcultur al-ifleoaies, . the 
representatives of the land-lord classes in the Imperial Legislative Council 
voted solid even against this sli ght mfring§m entja£Jheii;u-^r-agrdi&ar^^ 
le ges . In Bengal alo^ the land revenue now collected is estimated to repre- / 
sent only about 2^ of the rental of the Bengal land-lords. In the absence ‘ 
of an income tax on such incomes, and if the basis adopted in the Saharan- 
pur rules were extended to Bengal, the revenue.from land in that province 
would account for^crores , and together with Bihar and Orissa, it might be 
much in excess of^crores The- taxation of income would then be placed on 
another footing altogether. At the present time, however, assuming the 
land revenue from the ryotwaty as well as the zannndary areas to continue 
on the existing basis in spite of its manifest injustice, the only means to 
equalise the burdens of taxation is to levy an income tax from the large 
landed proprietors at the same rate as is levied on other incomes on the 
whole of their income, no matter from what source they are derived The | 
argument against permitting .a minimum for exemption from land revenue * 
demand, vtz , that such a policy would only serve to intensify unbearably 
the evil of morcellement of agricultural land, may be disposed of by remark- 
mg that such a contingency may- be effectively guarded against by enacting 
that no further sub-division from a prescribed minimum of economic holdings 


' The table in the margin shows the proportion of the land revenue contributed 

I.„d Rev,™ bv Peov.™, beS S’ .S31 

Rs peasant proprietors andJJ by Zamindars Of 
Bengal . 3,10.73.587 the latter rather more than a third or 40% is 

Madras 6,15,03,867 permanently settled, while the remaining 60% 

Bombay 5,16,52,815 ts temporary Assuming for the sake of 

United Provinces 6,71,08,534 simplicity that tne revenue is contributed 

Punjab 3,53,68,120 « equal proportions by tbe permanent 


Bihar and Orissa . 1,67,57,975 revenue would have 'to be saorihced in 

Assam . . 1,03.13,655 diflerent provinces The entire revenue 

Central Provinces 2,25,72,027 m the ryotwari districts need not be lost 

But assuming that it is wholly remitted, the ' 
land revenue would be reduced by nearly If the charge m the zamindary, areji is 

doubled by a tax on income by itself, or m conjunction with some kind of death duties, the 
loss would be more than made up. and a grave injustice redressed That portion of the land 
^enue which IS due to irngation works need not be thus sacnficed even in the ryotwari 
Qistnets, as it is clearly a payment for a speci fic benefi t rui;gjyp.d 



will be permitted, and that for those on whom snch a provision wolild beat 
unjustly, arrangements will be made to buy them out Even so, the problem 
would not be finally sojved, since we would, thereby create a large class of 
landless man, who would find no employment, unless we develop at the same 
time intensively a variety of large scale industry to absorb this surplus 
labour. We do not see why this last expedient should not demand the con- 
centrated energy of the Indian people and of the Indian Gov ernment, since it 
offers the only solution of the entire problem. 

A , third defect— eI--i 3 m eipl&-^ifi-- ^ft_Tndian-nnepB ifi tax systf-m lo-ttipi 
e xemption automati cally givpn tn all mmmpg frn^ nn_pijKlir 

J oans. &c , paid outside India . The Indian Taxation Enquiry Committee men- 
tion four different classes of incomes of residents abroad, that escape being 
charged to the Indian Income Tax, vtz^ pensions paid outside. India, interest- 
om-the sterhng debt of India, profits of firms who have only branches or such 
agents in India, and the freight of ship-owners residing abroad*^ The aggre- 
gate mcome from all these sources is difficult to estimate , but Rs ^ crores 
per annum seems to be, by no means, an extravagant figure ; and charged 
roughly at 10% all round, the addition to the receipts from the taxes on 
mcome would be Es.^;^=6Cores ' Improvements in the system of administra- 
tion, since'the first edition of this work, have removed a number of the defects 
noted there specifically. But the one named here still remains, despite 
efforts made in recent years to round up such stray items as the profits of 
foreign banks or shipping companies doing business in or with India. There 
can be no question as to the justice and propriety, of this suggestion , but 
the Government seem still unwilling to proceed in this matter. Co mpar ed 
to this, the taxation of the inr.ii^.ntal inromp nf piihlir nffirers in tbs shana nf 
yavnlling allowahres, &c, woud mean insignificant gams , but every little 
counts, e_specially m these hard times. Finally, in the case ofjnerchants and 
professional men, the assessment . of the tax is necessarily dependent on the 
declaration made by the individual tax-payer, a declaration, which, there— is 
reason to believe, is by no means excessive. There is, moreover, no distinc- 
tion yet in the Indian income tax system between mcomes which are eatned 
by t^ personal exertion of the earner, and those which are the results of 
factors over which the earner has no control. Necessarily the former is 
uncertain) precarious, unsafe, and ought, therefore, to be differentially treated 
in the rate charged, or exemption granted. Similarly, too, allowance ought 
to be made according as to whether the income is for the exclusive gratifica- 
tion of the owner, or has other charges upon it such as the support of a 
growing family. A rebate or exemption must be granted on this account asi 
well. Those changes, if made, might conceivably reduce the yield by 
2_crores roughly. But if all the other changes, suggested above, are simulta- 


• See however paras 232 et seq of the Taxation Enquiry Cominittee’s Report The 
hardship of double taxation of such incomes, once m India viZhere.they are earned and then 
again in Bntain where they are enjoyed, is, if admitted, an imperial problem, which may 
tre solved by joint action Of the members of the commondsealth But pending a satisfactory 
and universally acceptable solution of It, there Is no reason why the obvious and just .relief 
to the Indian tax-payer from this source should be denied to hliii 
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fieously mtroduced, the net total yield from the taxes on income wonld aggre- 
gate Rs. 4g#crores gross per annum, made up as follows — 

{In crores of ru^iees) 

Rs. 

1. yield as at present of tlie income and supei taxes .. 16 0 

2 Yield fiom taxes on agricultural incomes at a higher rate . 20 0 

3 Increase due to death duties on personal property . ,75 

4 Yield from inteiest. Sec , on steilmg liabilities, Slc , paid abroad . 5 0 

5 Increase due to better administration ■ 2 5 

Less rebates and exemptions . 3’0 

Net yield . 43 0 


Even if we deduct from this Rs 17*50 crores as sacrificed on account 
of exemption from taxation to the small agricultural land-holder,' it would 
still amount to Rs. ^Djirores, at the present rates of the income and super 
taxes.’*' 

IV. — Note on the Recommendations of the Indian Taxation Enquiry 
Committee regarding the Taxes on Income 


The recommendations of the Committee may be summarised thus : — 


There is no historical or theoretical justification of the exemption of agricultural 
incomes from the taxes on income, apart from administrative or political 
reasons (paras 263-268) JThere are cases of exemption claimed on this ground, 


whichjjTf.atfi SPTinns administrativa iHfiSnultiea. doubt.- d the income . -ta js,5Y§tem 
were extended even tg these classes, who can have no real justification for the 
exemption they er joy , nor that other case of the income of bona-fide agnoul- 
tuiists vihiohis really not derived from agrieultare '.While this exemption 
endurss, the Committee saw no reason to introduce a distinction between earned 
and unearned incohags as m Britain , as though the only case of unearned 
income is that of agncjiltiiral-tent We have already declared our opinion that ) 
this exemption is no longer defensible, and ought to be summarily ended, If only , 
to afford the indispensable protection from taxation to the cultivator of hope- 
lessly uneconomic holding , and when this exemption is done away with, there 
wonld be no case^for not distinguishing between the manner in which different 
incojnes are obtained, charging differentially those whirli ate pr ar.taoaJlv unea m- 
ed from those which-have-to-he-earnad-h y the siypjit of l^e h rnw of the wprlr nr- 


* The present rates of taxes on income are — 

Between Rs 2,000 and 5.000 p a @ 5 pies in the rupee. 

„ 5,000 „ 10.000 „ 6 .. „ „ 

.. 10,000 20,000 9 „ „ „ .. 

20,000 .. 30.000 ., 12 „ „ „ ., 

„ 30,000 „ 40.000 „ IS .. „ „ 

„ 40,000 „ upwards @ 18 „ „ „ ,. 

On all joint stock companies and 
firms ... . . „ 18 ,, ,, ,, 

In addition there Is a super-tax starting with incomes of Rs 50,000”@ "l anna m the~ 
rupee, and nsing by J anna on every additional Rs 50,000, to a maximum of 6 annas on 
incomes of Rs. 5i lakhs 

The supertax on joint-stock companies Is a uniform 1 anna in the rupee Aooord- 
iaa to a cximparaUvc statement m the TaxaUon Committee’s Report (244) m Eucland the 
less as much as 52%. - ^ < o _ 
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Per contra rebates from taxation will have to be allowed to citizens who are 
marned and have to support families on their incomes, "despite the Committee's 
opimon (241) that such rebates are unnecessary 
It IS impossible to agree with the Committee’s (majority) sympathy with the 
non-residents who now escape taxation, but who in fairness ought to be taxed, at 
least on that portion of their income which is earned-m-India (238-240) The 
bogey of double-taxation, though ijot entirely unreal, is very jnuoh exaggerated. 
On the othei hand, their suggestion that " in the assessment of incomes the 
loss sustained m any one yea) should be allowed to he set off against the profits 
in the next subsequent year" is but fair , and the benefit of such a rule might 
be considerably increased, if the merchants and traders, as welLas manufacturers 
on a large scale, are permitted to offer an assessment on the aveiaga of three or 
five years’ profits There need be no great loss to the Government from such 
a measure 

The Committee’s proposal for a new progression jof a sharper kind m the rates of 
taxation, generally commendable, is open to the objection that in actual 
assessment, incomes just above a turning point may hav'e to bear a much 
higher burden than incomes just below that, point, unless the lower rate 
13 retained for the income upto the turning point, and the higher rata 
applied, as it should be, just above the turning point On this basis, the stages 
can be made even more sharp tlian the Committee have made them, e g , from 
Rs 10,000 to Rs 12,000 instead of to Rs 13 000, and so on, and the rates, tgo, 
may be made much sharper andJiigher It is a little difficult to endorse .the 
Committee’s suggestion to convert the super-tax on companies into il. corpora- 
tions profits tax (251), especially their exemption to the holding cMopanies, for 
the latter IS a thin edge of the wedge'for the introduction into .India of the Aoie- 
noan Trust, which mav not at.all benefit the economic recovery and growth 
of this country Their recommendations in regard to the provisions fpr 
guarding against evasion are, though generally commendable, unduly harsh 
against the smaller men and hona fide associates, like marned people 

V. — Provincial Rates 

The only other farm of the direct tax is to be found m the provincial 
rates. These were first introduced to provide funds for the construction and 
repair-of roads and schools, dispensaries and villa:ge sanitation in general, 
and other local expenditure. Acts authorising the levy of land cesses on the 
land rental were passed m Bombay, Madras, Bengal, the Unite d - Prom ncas . 
and the Punjab between 1865 and 1871 Side by side with these the 
Punjab and Oudh cesses for roads, schools and the district post, assessed at 
the time of the land revenue settlement, were continued The Central 
Provinces, Burma and Assam had similar additional cesses as well Later, 
a Public Works cess at the maximum rate of oned ialf anna m the rupee, w as 
added m Bengal , and while some of the cesses were raised a general cess m 
place of the numerous settlement cesses w'as substituted in Assam and 
Burma. 

These cesses are generally assessed on the annual “ assets " or rental 
value— ofJand, calculated. variously in the different provmces according to the 
nature of the prevailing system of land tenure m each province^ Continued 
surplus of revenue over expenditure enabled the Government of India m 
I9il5.to promise substantial assistance to the local funds equal to ou?- 



fourth of the total income from the land cesses of all local boards, In 
the same year, the special famine cesses imposed in 1877-78 in the United 
Provinces, the Central Provinces and the Punjab, yielding about Rs, 18 
lakhs a year, were abolished Next year fpr the same reason the patwary 
and various other village service cesses were abolished at the sacrifice 
of 75 lakhs revenue. Petjy appropriations, formerly made from the funds 
of local boards to meet the cost of normal schools, local government 
offices and thejike, were discontinued. The relief, thus given was at the 
expense of the imperial revenues The principle then adopted by j:ha 
Government of India was that no local cesses, should be imposed on the land 


supplemental to the land revenue proper, e 


fyftn innfilv Inc^l phiect s. The budget of 1913-14 abohshed the appropriations 
from the land . cess for provmcial purposes The proceeds of the public 
works cess of Bengal will now be made over to the district boards, while the 
appropriations for rural police m the provmee-of Agra discontinued.* 


* A eras on tea and the recently imposed cotton transport cess are for the speci- 
fic of benefiting the industry concerned, which ought to have no place m a general 

review hke this. - — ‘ ^ 



CHAPTER VI 


Indirect Taxation in India 

As has already been observed, the constitution of the Government of 
India naturally inclines them to favour-indirect taxation, as bemg alike easy 
to collect, imperceptible in its effect^" and adequate in its yielJT With the 
exception of the customs revenue, the bulk of the indirect taxation has 
not been the subject of any careful enquiry into the objects and aims of such 
taxation, as well as the incidence, effects and administration of such 
taxes. The salt revenue and the excise have at different times, and for 
different reasons, provoked criticism, it is true , but in neither case has gn 
attempt been made to consider and formulate a comprehensive scheme based 
on a scientific policy. If we leave out of account the land revenue, the salt 
revenue, customs, excise, stamps and registration contributed to the total 
revenues of India nearly 

I.— Stamps Revenue 

The stamps revenue of the Government of India is derived from two 
great classes of stamps, judigial and commercial. “ This branch of the 
revenue is regulated by the Court Fees Act oi 1870 as regards the Judicial 
or Court Fee Stamps, and by the Indian Stamp Act of 1S29 as regards the 
other stamps, with subsequent amendments The former is imposed on 
petitionlf plaints and other documenisJiled before cml and criminal courts, 
as also before the revenue courts, with specified exceptions in each case. 
The, latter imposes duties on commercial ti^nsactions recorded in writing, 
like conveyances^ bonds, cheques, bills oLexchange, and receipts. This last 
was qltered in the budget of 1^.0 imposing higher duties on debenJsreJT 
share warrants to bearefT transfers of shares and debentures, biUs of ex^ 
change, probates, "^tc. The increase was calculated to yield an additional 
net revenue of about jCl26,000 a year. Of the t-(\o branches the Court 
Fee Stamps account for tiamihucds-of the total revenue, while the commer- 
cial stamps make up the o ther third 

• The following table ques the total of the re\eniie from stamps and the charges 
of collection 

Year 

1911- 12 

1912- 13 

1913- 14 

1914- 15 
1915 16 

1916- 17 

1917- lS 


Charges 


Year 


Reremie 
JSs 

7.22,26,940 20,12,842 1918-19 

7,60,36,726 23,08.473 1919 20 

7,97,74,387 25,97,154 1920 21 

7,62 30,650 17,07,950 1921-22 

8,15,04,487 22.07.249 1922-23 

8,66,50,437 26 01.986 1923-24 

8,59.12.830 26,44,835 1924-25 


Charges. 


Revenue 
Rs 

9,02,84,633 32,98,818 

10,91,17 665 39,13,703 

10,95,68,483 71,24,203 

10,88 06,852 66,72.062 

11.95,16,740 43,74,239 

12,71,05,573 42,57,594 

13,26,91,301 33,22,25§ 



We have already considered, while discussing the expenditure on courts 
of justice, the question whether we should regard the stamp fees levied from 

that they are more in the nature of a tax than of a price for a service It -is 
difScult to class quite satisfactorily the other branch of the stamp revenue, 
that derived from commercial documents It is a charge made by the state 
for the authentication-of documents which may have to be relied upon -to 
prove disputed matters, and as such one may regard it as a sort of a-fee for 
a service rendered by the State in the inteiest of the community. The fact, 
however, that the state attempts to graduate its charge according to .the 
value nf the transaction in many cases would go rather to show- that what- 
ever its origin, it is now regarded more as a tax-than as a fee,— which ought ' 
to be uniform, and must be relatively a small charge on the transaction, 
irrespective of the value or utility of the transaction. Whatever we may 
adopt as the theory of this charge, it is at the present time an integral item in 
the revenue system of most modern communities, being popular with finan- 
ciers oji account of the ease of collection and superintendence,- which is so 
characteristic of the Stamp Duties. In India, for a considerable period, the 
stamp and registration dues were classed as indistinguishable ; but since 
1879-80 the items were separated, making the stamp revenue an independent 
item b v itse lf,'" The Indian stamp revenue has nothing to do with the 
consumption, tax introduced in the form of a stamp duty, as in France or 
the United States,t 


* If we regard a fee as an accompaniment of an.aot of.Government, winch would he 
no less necessary even if no particular payment were demanded for -it, so ihat it can .evi- 
dently not be regarded as performed in consideiation of the payment, (Rau Ptnanzwtssen- 
sahaft) the stamp duty can scarcely be considered to be in the nature of a-fee For the use 
of stamped paper, at least -as far as commercial stamps are concerned, is between private 
individuals and merely collects^ tax by means of its stamp, which neither renders an indis- 
pensable service, nor is quite, candidly a tax by order of sovereign authority " The stamp 
honestly confesses that it is nothing more than a useful fwrm of taxing certain objects, or of 
collecting fees from objects which have no intrinsic connection with the fee - Being a 
piece of paper, it is well adapted for objects which are m the form, of a piece of paper or 
are wrapped in paper — for documents as well as for -playing -cards, for instruments of 
exchange as well as for articles of consumption ” (Cohn Op Cit p 424 art 281) See, 
however, the opinions of eminent economists colleofed by the Indian Taxation Committee 
(para 278) condemning the Stamp Duty in principle They themselves^vould, as practical 

financiers, retain and even develop this form of taxation, which is condemned on 

pnnciple, of course with the necessary improvements The most important recommenda- 
tions of the Taxation Committee in this behalf are rather administrative than of any 
inbntisic theoretic importance , e g that the duty on documents of indebtedness should be 
reduced as soon as possible, or that the distinction between documents by which possession 
IS given, and Ihose by which it is not should be lemoved . or that a uniform duty of Es -10 
on the articles and memorandum of association of joint stock companies, together vexth 
another duty of on every Rs 100 of capital authorised be substituted foi the preasnt 
duties " 

^ ^ t The following are some of the most interesting cases of.the scale of stamp duties 

Conveyances and other transfers of property 1% , bonds, mortgage^ debentures 
and allied documents J%', bills of exchange and promissory notes 09% are charged 
aA valorem — There are in certain cases maximum amounts fixed specifically, e g , recon- 
veyance (Rs 10). and releases (Rs S) Specific duties are also charged on partnership agree- 
ments (Rs. 2i to 10) articles of association (Rs 25), and memorandum (Rs 15) of joint 
stock companies Contract notes are charged- one anna for every Rs 10,000 of value 
or part thereof It may be added that the provincial governments have in recent years 
fnei^asad the stamp duty from 25 to 50 per cent 

{ContmueA on p. 2p, 



II — Regristration 

As observed before, the registration charges were,_ up to 1879-80, 
collected along "with the stamp duty, but have since-that date been- recorded 
separately m the public accounts. The registration of doeuments is govern- 
ed now by the consolidating act of 1908, called the Indian Registration Act, 
(XVI) of 1908. There are tiyo classes of registrable documents — those 
requinng compulsory registration, and those in whic^^ registration is optional. 
Compulsory registration is applied to documents such as instruments of gifts 
of immoveable property of a value exceeding Rs 100 or more, and some 
leases of more than one year. Registration is voluntary in the case .of 
instruments relating to immoveable property of a value under Rs. 100 , 
leases for not more than a year, instruments for rights in moveable property, 
wills, and other documents The item in public accounts called -registration 
aisp mcludes fees for searching records, for making copies, etc. In other 
cases, .the law governing registration of transferred property is the Transfer 
of Property Act of 1882, as amended by the Act of 1904. Mortgages of 
any immoveable property are under that Act made compulsorily registrable, 
as also in the case of sub leases In fact the transfer of every kind relating 
to immoveable property is now compulsorily registrable. 

The following table gives an indication of the amount of revenue derived 
from registration as well as the value of registered property passing hands 
and the charges m connection with registration. 

Yeai 


1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 

1917- lS 

1918- 19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 

It Will be noticed that the revenue from registration fees, is not Jn 
connection with those eveais- which occur frequently in. any society which 
Concluded frotn p 146 ] 

Note this observation of the Taxation Committee —"The duty on bills in India 
IS, therefore, nearly double that in England, and nearly 5 tunes that in the United States 
The disparity in the case of bonds has been accentuated by the fact that in some cases 
provincial legislatures have increased the rates of duty by 25 to 50 per cent” Such 
a heavy duty on commercial transactions cannot but come in the way of the economie 
development of the country 


Revenue Expenditure 
(In lakhs of rupees ) 


Immoveable Moveable 
. 107 32 8 10 

120 76 8 54 

. 132 61 8 42 

131 96 8 50 

.. 128 51 9 69 

137 08 8 45 

143 51 8 50 

157 36 7 76 

210 96 9 51 

251 22 11 09 

237 98 10 05 

. 230 83 10 05 

,. 210 16 10 10 

210 43 10 21 


115 42 
129 31 
14103 
140 47 
138 20 
145 54 
152 01 
165 13 
220 48 
262 32 
238 03 
240 87 
220 26 
220 67 


63 56 
69‘97 

74 49 

75 08 
74 99 
SO 19 
80 32 


121 49 
120 29 
126 92 


36 80 

37 94 

38 05 

39 43 
39 41 

39 30 

40 39 
42 38 
47 59 
56 73 

63 79 

64 53 

64 94 

65 44 



need some sort of soJemnisation by the'mteryention of the state authorities. 
If-it be intended to derive a considerable revenue, more or less on the 
analogy of the stamp revenue, registration fees ought to -be charged on , 
such events as deaths, births, marriages, “etc. In the case of marriage, it 
may be admitted, it may nat be possible for some time _to come to levy a ' 
license duty or fee, as the principle of civil marriage is not quite understood, 
and will not be easily accepted, in this country ' Unless the priesthood of 
all classes is subsidised, and religion jnade a department of state, a con- 
summation very far from likely, it would be more costly than remunerative 
to institute marriage tees for the state. But a registration fee for death and ^ 
birth certificates ought to be easily accomplished. If the fee is small, as 
it must be m the circumstances of India,— say one anna per each such event 
registered) — the revenue may benefit to the extent of Rs. 10 lakhs m round 
figures A low charge, like the one suggested» would not cause any great 
hardship to the poorest section of the community, while a proper registration 
system might be immensely serviceable, not merely m improving our statistics 
of population, but also m. enabling better measures for sanitation to be 
concerted.t 

But a more prolific source of revenue would be an increase in the ! 
stampjlniies, especially on commercial documents, like transfer of stocks 
and shares, issues of debenmres, new shares, new companies and the like. 
We do not support such a measure in any hope of its being able to put a 
stop to, or even to discourage, unhealthy speculation, which is now so charac- 
teristic of the Indian markets.! Apart from the fact that intelligent 
anticipation of the factors of supply and demand of the staple commodities 
Is an important, almost indispensable, economic service rendered by the 
speculator, and as such hia actiyities should not be indiscriminately ham- 
pered, there is the more practical objection that such an object would be im- 
possible to be accomplished by the means merely of an mcrease m the stamp 
duty. In the first place, it is most frequently impossible to distinguish 

• The Taxation Committee hold that a cautious experiment might be made in select- 
ed local areas in the imposition of a fee for the registration of- marriages, provided it la 
made clear that the purpose of the registration is merely to aftord superior piobative 
value of the fact of marriage (para 323) But on this view^ the marrnage license duty can 
scarcely be regarded as a substantial_gouroe-of-*evenue 

t There are annually 7 million deaths throughout India, and about 7 imllion births 
in Bntish India At the rate of one anna for registration, this figure ought to yield Rs 10 
lakhs in revenue without any additional expenditure We have no reliable statistics of 
marriages, and, as already observed, a registration fee for marriage would not be feasible for 
some time to come in this country But assuming 1 million marriages a year, by a charge 
progressively nsmg according to the splendour and general expenses attending a marriage, 
of from One rupee to 100 rupees, it might be possible to get two million rupees from that 
soarce'or more 

The Taxation Committee consider fees for the registration of vehieles tobe a charge 
which ought to be no more than just sufficient to meet the cost of examining and register- 
ing the vehicles, and testing the drivers (para 319) In Britain, the motor tax. is productive 
ofverysubstantialrevenues, and there isno reason why, with asimilar outlook, similar results 
should not follow m India There are some 50,000 motor Vehicles in India, which could 
easily Jjear an average progressive tax of Rs 100 per vehicle per annum— or a gam of 
Rsi 50 lakhs, — almost wholly for local purposes Registration fees for the use of fitaaojis 
and wi^pons for display co^ld also be made a consldeijible source of revenue 

t The Taxation Committee do not recommend a tax on futures, though they aie 
not against a betting tax. 
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between legitimate commercial transactions and illegitimate speculation. 
And even if it were, the speculator would always find means to avoid the tax. 
The only object then that it may be fairly hoped, would be served by such 
a measure, is an addition to the public rfiyenues.* 

nr — Salt Revenue 

The salt duty in India is an old item of public revenues alik-e^ instruc- 
tive in its historical aspect, and productive in its fiscal aspect. It has been 
regarded by the present Government of India as a hentage- from the older 
rulers of the country , it is by no means quite clear how this tax was collect- 
ed under the indigenous regime. Assuming its existence, we Jiear first. in 
history of the fiscal importance of this duty about 1260.^ Lord Clive, in his 
endeavour to reform the public service of the Company, and to prevent the 
many abuses that had crept in by the sudden change of character from a poor 
trading corporation to that of a mighty arbiter of the destinies of kingdoms and 
provinces, set apart the proceeds of the monopoly of salt for the benefit of the 
public servants of the Company, who received miserable stipends. Clive 
forbade them to accept what were politely descnbedas *‘prp.sp.nts from the 
natives,” and they were, therefore, thus to be compensated for the sacri- 
fice of no mean portion of their incidental income. After the reorganisation ' 
of the public service by Lord Cornw'alhs in 1793, the salt monopoly was 
utilised as an ordinary source of public income for the state. In Bengal, salt 
was prepared b> the Company’s agent^ Before the article could be brought 
to the market for sale, a duty of Re maund of 82i- lbs. was added to 
the cost of production, which sunj was reduced, to Rs 4 on salt from J^atiye 
States before it could pass into British territory. Whereas in Madras and 
Bombay, good salt could be prepared from the evaporated sea-waAer, the , 
Company’s government collected the duty from private manufacturers, the ' 
duty bemg Rs, 2 per maund m Madras and Re. 1 m Bombay, Finally, as re- 
gards salt imported into India by way of the sea, an import duty of between i 
5i &-6-rupfles per.maund-was charged t 

* As usual the absence of leliable statisticsus the one great difficulty m making _an 
estiinate of the yield from such an increase of the stamp duty In the Bombay Share 
Market SOdlDO-transfers a month have for years been qmte usual , and as the bulk of these 
transfers was in shares well able to bear an increased duty, the present stamp duty may be 
doubled without much danger of business or revenue suffering thereby Again, if specula- 
tion IS to he discouraged without handicapping legitimate business. It would not be a bad 
idea to charge, increasing- registration duties, on every addition of capital to the existing 
companies, on every floatation which is new. especially in industries which are already 
sufficiently crowded with competmg establishments to make the chances of a new venture 
somewhat more than doubtful The higher charge would not, of course, be prohibitive of 
new ventures altogether , it should only be so high as to obtain an implicit guarantee of the 
behef of the promoters that the new venture would, m all reasonable probability, be a 
success. The pnnciple of this note seems to be accepted by the Taxation Committee 

t For the origin and early working of the salt duty see Dutt's " InAi-a- in the 
Victonan Age ” page 144 et seq, According to him the salt revenue of the Company was 
/g np.nri o m 1793, and rose to ;^1.300,000 in 1844 In these fifty-two years the total 
quantity of salt manufactured was a little over two hundred million maunds, and 
tha-totm income from the same was over sixty— mil l ion -s t edmg He also points out that 
by including in their cost price the expenses of securing and protecting the revenue, the 
Company-affiorded considerable advantage to the English importer into India at the cost, of 
the local manufacturer, thoughdhe original principle as laid down, by the House of Commons 

[Continued on 250, 
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On questions of general principles the Government of India have regard- 
ed the salt revenue, m the semi-monopolistic maimer in which it is derived, 
as a peculiarly suitable source of public income. Said the Duke of Argylle- 

- On all grounds of general principles salt is a perfectly legitimate subject of 
taxation It is impossible in jiny country to reach the masses of the population 
by direct taxes If they are to coninbute at all to the expenditure of the 
State, It must be througli taxes levied upon some^rticles of universal consump- 
tion ' If such taxes are fairly adjusted, a Urge revenue can be thus raised not 
only with less consciousness on the part of the. people but with less real 
hardship upon them, than in any other way whatever There is no other 
article in India answering this description upon which any tax is levied It 
appears to be the only one which at present, in that country,- can occupy tjie 
place which is Jield m our financial system by the great articles of consumption 
from which a large part of the imperial revenue is derived I am of opmioji, 
therefore, that the salt tax in India must continue to be regarded as a legitimate 
and important source of public revenue It is the duty, however, of the 
government to sea t hat such t a xes are not so.heavvas to hmr nmnstly upon ibe 
p r nr , by amnuTvimg tn a very lartm-BBTcentagR iinon their ueressary expmdvtur e 
T he brst ♦p”*' wl.aihnr ap indirnrt Hy is open tn this nbjRr.tinn IS tn h e- f oun cL- m 
It s effect iip nn rnnsumnt-wni* 

IV. — History of the Salt Revenue m India 

Under the native administration salt was taxed, according to the Im- 
penal Gazetteer, Vol IV, page 250, m varying circumstances and at varying 
rates The tax was one of a number of transit dues levied by the local 
government in each part of the country upon traffic passing along the mam 
roads and navigable rivers. The East India Company continued this system 
of transit duties with elaborate arrangements of a customs house on the 
European model, thereby causing immense hardship, and multiplying occa- 
sions of corruption among the subordinate, low-paid officials With the ex- 
ception of the transit duties on colton and sugar, these were abolished m 
1843r and the loss of revenue caused thereby was made up for by the en- 
hancement of the salt duty m the different provinces 1 The cotton duties 
were abohshed m 1 855, while the salt duties were gradually reduced, until- 
between 1869 and 1877 the salt tax in Lower Bengal was Rs. 3-a maund, m 
the United Provmces Rs. 3 a maund, m Madras and Bombay Re. 1/13, and 
in the regions beyond the Indus a few annas only This variation m the 
price or duty on salt was due to-the different measures that had to be adopted 
to secure the revenue in the different provinces according to the differ- 
ent sources of supply. The salt sources which supplied the United 
Concluded front ^ 249} 

was an equal treatment of both the local and the foreign salt Lord Dalhousie notiqed 
this difficulty and minuted for its rejpoval A considerable section of English opinion, 
however, agitated for the abolition of the salt duty altogether, and the Indian public opinion 
such as it was. supported the idea ” See the Memorials m Dutt, Op, Cit, and Commons 
Pifth Report 1S53 Appendix “I 

* Dispiatch of the Secietary of State, dated January 21. 1869, quoted page 222 of 
the " Pinances and Public Works of India, 1869-81 " of the Straohey brothers 

t The loss of revenue was esbmated at /^345,000 by Lord Lytton in the Legislative 
Council, February 9, 1878. 
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Provinces and a portion of Bengal were situated in the Native States 
of Rajputana, the salt from which was charged a duty when enter- 
ing the British territory This process of collecting duties demanded 
the maintenance of stringent preventive measures. To prevent the un- 
taxed salt from Rajputana, or the lightly taxed salt of the West and the 
South, from coming into the regions of higher taxation, a customs line 
of over 2,500 miles had to be maintained ‘ Naturally, therefore, there 
was considerable hardship to the trade between the parts of the country 
thus divided, not to mention the possibility of great variation in the prices of 
salt m the different provinces To remedy this evil. Lord Mayo’s Govern- 
ment acquired in 1870 a lease of the Sambhar lake to control one of the 
most important sources of salt in Rajputana at the same time to increase 
and cheapen the supply in the present United Provinces. By 1874 the 
customs line was reduced by nearly one third. The remaining salt sources 
of Rajputana were similarly acquired by Lord Lytton’s government which 
resulted in the complete abolition of the internal customs line, With a 
complete command of ajl the available sources of supply, the Government of 
India could next proceed to equalise the salt duty in the different provinces 
m 1878, when the duty m Bengal was reduced from Rs. 3-4 to Rs. 2-4 a 
maund, while that in Bombay and Madras was raised to Rs. 2-8*0 a maund.t 
The uniform rate thus created was furthei reduced to Rs. 2 a maund in 
1882, but this reduction was short lived, since in 1886 financial difficulties 
compelled the restoration of the old rate of Rs 2i.a maund. From the first 
of April 1879, the customs line was abandoned with the exception of the 
Indus froatier, which had to be maintained to prevent the highly taxed Kohat 
salt from being smuggled across the fiontier. In 1896, the Kohat salt duty 
was mcreased to Rs, 2 Lahon maund (equal to Re 1-10-0 per maund of 
82| Bbs.), and at about the same time proper arrangements were made to 
prevent smuggling The last remnant of the old Indian customs line was 
abandoned in that year. Owing to a steady decline in the rate of the rupee, 
and to recurring famines, frontier expeditions, plague and other similar 

• " The line was guarded b) an army of nearly 13,000 men, and consisted along a 
large part of its course of a huge cactus hedge supplemented by stone walls and ditches '' 
(Imperial Gazetteer Vol IV, page 250 1) The wall was compared and comparable only 
to the great wall of China, and with about equal degree of success in the achievement of 
the object in view 

fSir John Strachey m his Financial Statement for 1877-8 thus describes the 
internal customs hue " It is easy to give illustrations of my meaning ,. .There 

are the Inland Sugar Duties to which also I shall refer again presently . six years ago I 
heard them called in this comicil the most discreditable relic of the dark ages of taxation 
that exists in India . Take again the system under which we levy our salt revenue 

in Northern India , no one denies that It is a positive disgrace to a civilised Government, 
but it remains unaltered ” 

The object of the changes in the salt duties was thus expressed “To aim at 
giving to the people throughout India the means of obtaining with the least possible 
inconvenience and at the cheapest rate consistent with financial necessities a supply of salt 
the quantity of which should be limited only by the capacity of the people for consumption ” 
Sir John Strachey's Financial Statement 1877 the result of these changes was an increase 
of duty on 47,000,000 people by 40% and reduction of duty on 148,000,000 people by 8% 
to 15% In 1871, the consumption was 23,031,000 maunds and the net revenue ;^'5,6S6,335, 
In J.879-80 the consumption was 27 28 and the revenue was 0,572,000, 



unexpected expenditure, the Government of India was unable to reduce 
further the salt duty until 1903, 1905, and 1907 when it was successively 
reduced to Ra. 2, Rs. lx and Re. 1 per standard maund.t The duty was raised 
to Re. 1-4--0 during the war, but the heavy .recurrent deficits of the post-war 
periodledtoadoublingof the salt duty jn 1924^to be reduced to the old 
rate of Re. 1-4 in 1925, 

V. — Sources of Supply and Modes of Taxing 

The principal sources of salt production in India are — The Salt Range 
and the Kohat mines in the Punjab and the North-Western Frontier Prp- 
vmces , the Sambhar lake and other saline deposits-in Rajputana ; the salt 
soil on the border of the Lesser Runn of Cutc h , and the-sea salt factories in 
Madra's and Bombay as well as at the mouth of the InduST Of the total 
salt consumed m India, nearly 3Q% is imported from other countries by the 
sea ; over 45% js produced by the maritime provinces of Madras and 
Bombay, or, including Sind, nearly 50%; and Northern India mines supply the 
rest On imported salt a duty is levied equal approximately to the duty on 
inland manufactures. As for the salt produced in the country, there are twn 
prmcipal methods of levying the duty Government either manufactures 
the salt itself, or obtains a monopoly of supply by requiring private manufac- 
turers to sell to Government only. In some cases, as in Madras, the 
Government levies an excise'duty, and allows the manufacturer to dispose of 
the salt to the private trader and consumer as best he can. Government 
factories are m soma cases leased to private individuals, who manufacture 
and dispose of the salt under a license from Government. The following 
table shows the proportion of the revenue from the various methods . — 


t Up to the reduction of the salt duty m 1907, the rate of salt duty m Burma 
differed from the umfonn duty in India Imported salt there-paid oulyJle 1- per luaund 
The total salt produced in Burma was taxed direct on the output at S-annaa per maund, 
ance 1911, raised to 10 annas The M andi atatgi mines are worked by the state under 
a special agreement and taxed relatively lower The rorV salt of range is, siage 
J905, subject to the umform Indjan tax. 
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Statistics relating to Salt Reveime" 



These figures of the gross revenue, expenditure, net revenue, and 
consumption are interesting as affording evidence of the influence of .a-low 


revenues. These figures, it will be noticed, show _ a regular decline in 
revenue in each year that the rate of duty was reduced, but the declme is soon 
made up by increased consumption owing to the reduction in price. The duty 
was reduced by 50% or 60% if we leave out of account the recent nse on 
account of the war, and the post-war deficits. 


VI. — Critique of Salt Revenue 

As already observed, the salt revenue is considered by the Government 
of India as a legitimate so iirre nf public ine oHie, not only because it forms an 
appreciable proportion of the total revenues, but also because it is, according 
to the official theory in the matter, the only way m which to tax a large 
proportion of the community, who canno t be got at hv anv nther ta-y m the 


’Figures later than 1921-22 for the consumption of salt— all India — are not available 
owing to the discontinuance of the practice of provincial returns. Figures after 1911-12 
are taken from the Decimal Statistical Abstracts, and include, on the eipenditure side, 
refunds, 






entire system '*■ But even apart from the land revenue, the pressure of 
which IS borne by two out of every three persons in India, who must also 
bear the burden of the salt duty unless they were prepared to escape the 
burden by ceasing altogether to use the commodity, the mass of the people 
bear moie than theur. own fair shaie in the revenue contributed under the 
head of expise, stamps, customs, railway and irrigation receipts, provincial 
rates, forests and others These make up the bulk of the tax revenue m 
India, and as it would be impossible to tax for the use of salt only 
those people who pay no other taxes at ^1, the statement- would-be utterjy 
inaccurate that the salt-tax is the only means to reach ~a-large. proportion of 
the people of India It is almost impossible to find a citizen of India who 
neither poss esses l and, nor uses intoxicatin g drugs or diinks, nor goes to Jaw, 
nor consumesjEorest-produce, nor wears-dothing horae-madfi— or foreigSir-Her 
pays income ^x, nor travels by-railways , and sout woubj be absurd to say, 
that the. salt duty is the only means to-reach that section of the community 
which otherwise would escape all tax-burdens. The tax, moreover, is 
further objectionable, in that it does not permit of any Yyiatmn .m the ta-te 
to gnit ahifitv of the tax-oaver . As it is an important necessary of life, the! 
rich and the poor alike must use it in the quantities they need without much! 
regard to the price. It is true, the reduction of duty has shown an increase 
of consumption ; but the. fact argues, not the possibility of much further 
increase m the same direqtion, but rather the iinder-consumption due to an 
oppressive duty in the past. On the other hand, it is true that the salt duty, 

the extent that these have been altogether abolished, the retention of the 
salt duty must be admitted to be not altogether injurious. Though when 
this fiscal reform was first thought of, the prospective loss of revenue from 
the abolition of the transit duties was sought to be made up by an 
increase m the salt duty rate, the saner policy has since prevailed, and the 
reductiog-or mciease jn the rate of the salt .iuty is now -considered solely 
by Itself. 

It may also be admitted that the -construction of railways- and the im- 
provement in the transport condition in general, have resulted m a substantial 
diminution. It was Rs. 5 in Bengal in 1871, Rs 2 7 m Bombay and Rs. 4‘8 
m the United Provinces. In 1901-'02, the same provinces showed a price of 
Rs. 3-8, 3-3 and 3-7 respectively, while in 1911-12 theprices were I'S, 3’2, 
2T3 and 2'06 in the provmces referred to. This improvement in the price 
does, no doubt, offer an effective .set off to the existence of tbe duty The 
only drawback that the critic of the policy need mention is, that the duty as 

* “ IS the onlycontrlbiuiofttoward-the public e'cpenditijre that is made 

by j , 1atga . BUi i M i iafc f itjhS4t Bei>ki ” (Sir E BBtarJa Einan cial 8tatpj Qaut.-l onwps) Sir 
Edward Law thought the people m gonerat contributed ^Otof their income to the Customs 
See, however, the Wealth and Taxable Capacity of India by K T Shah and K J 
Ktambatta, Ft II,’ Gh IV, where ihe poorer clasaes.numbenng xnore.than J of the total 
section population are shown to bear nearly of the total revenue burden, while the 
richer numbering less than a tfau-d of the population, and having more than § of the total 
wealth produced m India, bear only about of the revenue burden, 
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vernment m India, while before 1878 the subjects of the Rajputana Native 
States were exempt from taxation of this kind But as Sir J. Strachey has 
pointed out, it is possible to co nside r this an indirect mode of making rhes e 
p eople contribute to the expense of the British Government, though it must 
not be assumed that they are altogether free from taxation. The growing 
consciousness of the unfairness of the distribution of the revenue 
resources of India as a whole, and particularly of the receipts from such 
sources as salt or customs, has compelled many an Indian State to address 
representations to the Government of India for a more equitable division of 
the revenue resources of India Salt is one, and perhaps not the least 
important. But the issue was first publicly and definitely joined in the 
evidence of the Prime Minister of Baroda, Sir Manubhai, before the Indian 
Fiscal Commission. The principle such critics rely on is one impossible to 
challenge. They contend that every State should be entitled to at least that 
revenue whose burdens are borne by its own subjects. If, it was urged, the 
Government of India resorted to a policy of industrial protection, and to that 
end manipulated the customs duties which brought them heavy revenues, a 
part at least of these revenues ^'ould have been -paid _ by the subjects of the 
Indian States who consumed the taxed articles. . Why should not the States 
then share in this revenue on some agreed and definite basis ? The-Govern- 
ment of India have more than once used their paramount position and 
influence indirectly and unjustly to tax the subjects of the -Native States, 
particularly in regard to salt and the customs duties, if not also through their 
railway rates The States concerned are now’ no longer 'inclined- to 
acquiesce passively m such an inequitable arrangement. But they have. as 
yet found no effective rejoinder to the Indian Government’s contention that 
the latter bear almost alone the entire burden of the defence and the general 
economic development of the country , which, they further contend, benefits 
alike the native as well as British India. The only solution lies in a complete 
federation of equal and autonomous states and provinces into a veritable 
United States of India, wherein resources as well as obligations would be 
more fairly shared by all. 

The question would, perhaps, be beyond the pale of practical pohtics 
to consider whether salt duty should at all be levied m India. At the present 
rat^f taxation, the revenue from that source is about 2i% of the total or 
6% of the Central Government revenues, and even at the pre-war rate.it 
would not be materially different. With the burden of the recent- unproduc- 
tive debt added, to the finances, it seems most unlikely that any Indian 
financier would consider m the next generation the possibility of remitting the 
duty altogether Dr. Paranjapye, however, as member of the Taxation Enquiry 
Committee, thought the duty hi the normal times might well be reduced td 
S-an nas pet maun d. H IS other colleagues, while considermg _tbis tax on a 
physical necessity of life to be lU the nature of a noil-tax , and as such A 
hardship, did not consider the prevailing rate of Re. l-4-'0 pet maund as in- 
appropriate or unduly hard. Theoretically the tax falls on a necessary of 
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life, the restricted consumption of which cannot but have undesirable effects 
on the health and physique of the people. In this respect it is unlike the other 
items in the excise revenue, where the commodities taxed are all more or 
less deleterious, and consequently no one need regret the. restriction on con- 
sumption caused by the duty On the other hand, this is the one duty which 
is contubuted alilce by the rich and the BQor ; though impossible to graduate 
according to the ability of the tax-payer, it is nevertheless a source of income 
which has a definite limit placed upon iturrespective of the incidence of the 
tax. The figures of income would not diminish appreciably even if the tax 
were reduced to .g annas per maund At a fairly low rate, therefore, there 
IS no reason why the fax should not be continued, particularly if suitable 
exemptions are granted to every consumer for mdustrial purposes. 



CHAPTER VII 


Excise Revenue 


1. — General Principles of the Excise Revenue 

We may assume as a fact, the existence of which need not be doubted, 
though its justice and propriety may form the subject of dispute, that m all 
modern states taxation of the principal articles of consumption forms an im- 
portant and mtegral part of their, fiscal systems The two chief forms of 
this taxation, which give rise to the most inteieating.questions of the science of 
finance, are the p.YrjatLjjid pngtnmg diitie<ji which have been taxing the ingenui- 
ty of impecunious financiers and the intellect of ingenious writers, for the 
whok of the last century andmiore To take the excise revenue first, , the 
terms are confined to the taxation mf articles of consumption produced within 
the country, the tax taking the various forms of a. Iirp.ugp ay g 

ftlmplo duty nn nuipt't. “ octT Oi or traBsit-d uties. or TnnnnBnlv~jrIces. The 
progress of society has been characterised in Europe by a steadily increasing 
revenue from the excise system, owing to the improvement of the standard 
of hfe, and the consequent increase m the wants of citizens and the means 
to gratify these wants, so that the modern European states derive vqry 
considerable revenues from this system of excise In favour of this system 
of taxation it is claimed that it is not only convenient to the tax-payer, m 
that he would pay as and -when he obtains the taxed commodity and m 
/proportion as he uses that commodity, but that he is himself the judge as to 
' I whether or not to use the commodity, and if to.use i±, jiow much By this 
means,, it is alleged, the tax payer indicates his own ability, - and thus facih- 
I tates the apportionment of— the— burden. o£_the_tax -in tlie_most equitable 
manner. We have already seen how far this specious argument is really to 
be relied upon, especiaUy as regards the measure of ability furnished by 
indirect taxes on consumption.+ We need not dwell at length on the reasons 
which have recommended mdirect taxation of this kind to certain governments 
in the past. But we must observe that these taxes would achieye thpir 
Object only if the rirticles sp.Tp.ptqd aT»Tir> t only, of such. generaL consump tion ' 
as to afford— ihe—gr^ia test possible revenue , but als o ranahlp. of being rpq lly 
apDortioned-according t o the financial a bility of tbp taYL.p^pr The attempt to-f 
discriminate between luxuries and necessaries, and to adjust the tax rate 
accordmgly, does not always prove, a success. Not only are luxuries un- 

♦Before the war in the U K the excise levenue was /38 85 million out of a total reve- 
nue of ;fl95'82 milhon or 20% In 1918-19 the yield ivas £59 44 million out of a total of 
;f889milhonor6 7% - 

t See the discussion under the section dealmg with the principles of direct taxation 
la chapter III, 

33 
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productive, owing* to their quantity consumed being necessarily small , they 
are apt to defeat the object of. the financiers by a sudden shifting of demand 
due tP a change in fashion, or the invention of a substitute, The modern 
needy exchequer cannot, therefore, lely upon the taxation of luxuries alone 
as an adequate source of income On the other hand, taxation of articles of 
general consumption suffers from the defect, rathei a ^trave defect in these 
days of_ militant democracy, that it^ le avps no rt je aas n f... exe i pp l m g JE mn 
a mm ir p-iim nf inmm e. We may, indeed, emphasise as we like the 
abstract duty -of every citizen to contribute to the support of the state m 
proportion to his ability ; but the existence in every modern state of large 
numbers of people, habitually living below a decentmupirmiimof-existeriee, 
makes this maxim a sad tiavestv of distributive justice in practice. , i 

Under these circumstances, the excise duties tend to be narrowed down 
only to those commodities, which, being of general consumption, are likely 
to yield a substantial return, without causing updue hardship to the tax* 
payer, Even so, the list of excisable, articles must not be very large, or 
else the. sheer difficulty of supervision and the expense of preventive estab- 
lishments would compel the abandonment of the schedule In a smaller list, 
the insistence on productiveness of the tax would lead to one of two alter- 
native results . either the rate of tax must be very high, — a position which 
would be supported only when the taxed article, though widely consumed in 
the community, is open to some moral or social objection, and thus facilitates 
the task of the financier in adjusting duties with a view to reduce consumption 
on moral if not on fiscal grounds, — or else the articles selected must be such 
as, being of the widest possible inflexible demand, yield even at a moderate rate 
a heavy revenue. We can illustrate both these alternatives in the spirits duty 
and tea duty in England, the one an instance of excise, the other, of the cus- 
toms revenue. However the tax is adjusted, the assesspacni and collection will 
be much simplified, if the articles taxed are produced under conditions which 
render supervision and control easy and concentrated, and relatively inexpen- 
sive. With this last object m view, the best framgd fiscal system would endeav- 
out to levy the duty at the most favourable point in the transit of the taxed 
Commodity trom the factory to the hands of the consumer The convenient 
moment for taxation may, of course, vary according to the nature of the 
different industries ; and, if it is sought to conceal the total burden of the 
tax, it may be divided at more than one point in the career of the same 
commodity. The possibility of distinguishing between the various classes of 
commodities of the same generic description according to their degree of 
deleteriousness would enable the financier in certain taxed commodities to 
vary the rate so as to penalise the most harmful consumption. 

The one danger m taxation of articles for consumption which is^ 
produced Within the country is that too great a regard for revenue may lead/ 
the financier to raise or manipulate duties without considering possibilities of' 
Evasion. It Is true, indeed, that in most commodities liable to excise duties] 
the financier of the present day is able to judge accurately of the quality and 
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even the quantity produced, and to adjust his tax rates accordingly. But the 
same genius leading to perfection of appliances for testing quality is expressed 
in another direction by increasing facilities for producing substitutes to the 
taxed commodities, and thus avoiding the tax altogether. If the rate - of the 
tax IS high enough to encourage substitution, the excise schedule will have 
to be framed with a view to include all possible alternatives or stibstiiutes, 
It Will have to be reconsidered periodically to admit of any alterations 
demanded in fiscal interests by the advance in science Abfive all, it must 
be framed with due regaid to the possibility of competition in any taxed 
commodity An excise system framed independently of the^customs tariff ts 
nowadays almost inconceivable, thanks to the modern facilities of transport, 
and the consequent readiness of competition m similar articles produced by i 
different countries Unless a country' has a natural monopoly of the taxed 
article, or unless the monopoly has been acquired (e,g. the tobacco monopoly 
m France), the excise rates must never exceed the customs duties, and must 
be in close correspondence with those dues The system of monopoly m 
excjsable articles is, perhaps, the most suitable from the point of view as 
much of administrative convenience and fiscal productiveness, as from any 
social and moral point that may have been adopted, tacitly or openly, 
m the manipulation of the customs and the excise duties.’' 

II — Excise Revenue in India 

The excise revenue of the Government of India is derived from-in* 
toxicating Iiquor^^hem^ drug^ and opium consumed m the country, and is 
levied in the form of duty nn Ihp-juapnfapturp nnd «!nlA heRnsei; by faas. I In 
the paucity of our infoimatipn as regards the system of excise revenue m the 
pre-Bntish days, it would be difiScuIt to draw conclusions as_ to the effects 
of British lule in the spread of the drink habit. 1 But, in any case it seems 
to be fairly well established that the indigenous governments, whether those 
now in existence or those which the British rule has supplanted, have had 
some system of “abkareexeyenue” derived from the consumption of intoxi- 
cant liquors or drugs, which was commonly handed over to “Ijardars” 
or farmers of these branches of public income. The British Government 
inherited, and for a considerable period -continued, this system of farming, 
but, while disinclined to undertake any violent departures from the prevail- 

* Monopoly as a fiscal weapon has been almost unknown m the Bntish fiscal 
system since the days of the Tuders But the tobacco monopoly in France, the vodca*^ 
monopoly of Russia, the camphor monopoly of Japitf, to give but a few illustrations, have 
proved sufficiently successful in practice and for a long time to justify us m quoting them 
as successful precedents to support the view favoured 

t There is a form cf excise duty, which is not included in the accounts under the 
head of excise proper, viz , the cotton excise, receipts from which used to be credited to the 
head of customs 

f That the habits of the people were surprisingly temperate seems-to be confirmed 
by the severe penalties and prohibitions imposed by the law givers of the Hindus and 
theMuhammedans alike Ontheother hand, in spite these strictures, it is a aotonous fact 
that at least in the Imperial House of the Moghuls^ consumption of wine was by no means 
unknown , and judging fiom frequent references to such habits in the profane literature of 
the Hindus, they too do not seem, as a raattei of history, to have been entirely free from 
a desire for stimulants It is difficult to believe that the vice of intempeiance could not 
have been utilised by the earlier Governments m India as a source of public benefit 



40V 


ing systems and habits, the present Government has felt more and more the 
indisputable claims of social and temperance reformers, who would abolish, 
if they could, the drink habit altogether by this powerful lever of state 
action and regulation of the manufacture and sale of the intoxicants. Since 
18£B, if not earlier, the general principle of deriving the maximum of reve- 
nue with the minimum of consumption has been accepted, and to this end we 
find the various provincial governments instructed to raise their rates of 
excise duty, at the same time that they should check illicit consumption and 
minimise the temptations to drink -among the people, by the more restricted 
number of shops for the sale of such articles, more restricted hours of 
business, and more stringent pncautions as to the situation and working of 
such places.* 

The policy of the Government of India before 1920 was thus defined : — 


'* The Government of India have no desire to interfere with the habits of those 
I who use aleghnjun .lynderation This Is regarded by them as outside the 
® duty of the Government, and it is necessary in their opinion to make due 
provision for the needs of such persons Their settled policy, however, is 
to mioimls e - tempta tiiMtlmt h QS fl - wl m-da-npt-4>iink, and to dlacftuxage 
excess among. those who doi and to the f iirttiftranra of thia pr,» „y 
all cpnsideratinna of revaniie mnat hf. i^ baoliitaly subordinate d. 
The most effective method of furthering tins policy is to make the tax upon \ 
liquor as high as it is possible to raise it without stimulating illicit production to 
a degree which would increase, instead of diminishing, the total consumption,' 
and without driving people to substitute deleterious drugs for alcohol, or a more 
for a less harmful form of liquor’ Subject to the same consideration, the 
number of liquor shops should be restricted as far as possible, and their 
location should be periodically subject to strict examination with a view to 
minimise the temptation to drink, and to conform as far as is reasonable to 
public opinion It important to secure that the liquor which is ofiered for 
sale IS of good quality and not necessarily injurious to healffi "f 

Since the introduction of the so-called Montford Reforms m 1920, the 
excise revenue and policy in regard to it have been made over to the pro- 
vincial governments. But the latter have not, as we shall see. departed 
from the guiding principles laid down above, except in the direction of 
absolute prohibition, an aim which is now obstructed almgst entirely on 
financial grounds. It remains to be seen how— far the autonomy of the 
provinces is utilised in India as the independence _of the constituent states 
has been m America. Meanwhile, let us study the volume and incidence of 
this revenue in somewhat greater detail. 


thr. the Government of India Nq. 294 of 1908, and their orders 

published in 

of India IQpi tp 
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III,— Statistics of the Excise Revenue In India 


In view of this pronouncement of the general policy the subjoined table 
of the revenue derived from excise is interesting — 


Year 


1861-62 

1871-72 

1881-82 

1891-92 

1901- 02 

1902- 03 

1903- 04 
1904 05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 

1919- 20 
1920 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 


Details of the Excise Revenao, 


Revenue, Expenditure 

Rs Rs 

1.78.61,570 13,53.470 

2,36,91,090 13,53,470 

3,42,72.740 19,68,860 

5,11,72,640 19,00,970 

6,11,50,215 24.92,325 

6,63,69.630 28,37,760 

7,47,01,440 32.08.920 

8,03.01,360 36,34,710 

8,53,17,300 38,71,740 

8,84,73,285 41,16,135 

9,44,05,150 44,41,410 

9,58,44,420 58,58.280 

9,80,67,310 59,68,695 

10,54,54,710 60,89,910 

11,41,46,285 62,88 803 

12,41,68,787 64,28,572 

13,34,14 505 65,62,932 

12,28,53,214 68,95.269 

12,94,83,132 70,61,095 

13,82,38.495 71,79,474 

15,24,25,600 72,C8.217 

17,33,62,773 80,77,913 

1 9,25,94,029 91,57,295 

20,43,65,359 1,20,03,848 
17,18,61,914 1 22,60,198 
18,55,21.656 1,28.79,921 
19,40 51,689 1,28,01,743 
19,51,68,430 1,30.86,613 


1924 25 

License and Distillery 
Fees, and Duties for 
sale of Liquors and 
Drugs 


Acreage on land culti- 
vated with Poppy . 


Transit Duty on Ex 
CISC Opium 


Gam on sale proceeds 
of Excise Opium and 
other Drugs 


Duty on Ganja 


Central Provincial. 

Rs Rs 

39,00,095 16,08,84,549 

... 6,454 

17,496 1,53,260 

1,66,518 1,56,09,236 

1,01,126 1,16,10,263 


Fines, Confiscations & 

Miscellaneous 17,492 37,85,069 

Refund!, 3,488 10.19,640 


This steadily growing revenue causes considerable speculation as ’to 
the explanation of this growth The critics of the Government of India 
see in this growth of revenue an unmistakable evidence of the growth of 
consumption of intoxicating liquors and drugs, and the consequent spread of 
intemperance, with all its attendant evils. On the other hand, the Govern- 
ment of India and its officers find the explanation of the growth of the 
revenue in the improvement of the systems of control, _and consequent 
increase m the recorded out-put, which previously did not come under ob- 
servation, but did not exist the less for that .se&son , m the spread, of a 
desire^ to imitate the rulers o£ the country m the habits of western civiliza- 
tion , lu an unreasonmg desire to testify the individual independence from 
conventional, dogmatic restnctions on life and sentiment , in the improve- 
ment in the economic condition of the people by the development .of tr^e 
andandus±rx,_and the_ consequent redistribution of population from the field 
tojtha-aties, with their greater opportunity and temptations to indulge m 
this vice , in ascertain inevitable need for excitement m a community begin- 
ning “ to live upon their nerves,” and, finally, in the mcreased rates of the 
duties levied. The Government do not gamsay the ideal of the temperance 
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reformer m India m that they are prepared not to increase temptation to 
excessive indulgence, and even to minimise opportunities in cases where a 
sense of imitation would superinduce unhealthy habits even where originally 
they did not exist But from an administrative point of view, as well as for 
reasons of political importance, the Government cannot all at once accept 
and carry out a policy of total abstinence.’’ Before, however, we can pro- 
perly estimate the strength of the reasoning on either side, it must be noted 
that at the present time the difference between the Government and their 
critics IS one not so much about the ultimate ideal as to the means to achieve 
it As the criticism comes to be concentrated upon the existing means of 
levying the revenues unden excise, jve shall do wellfiist to examme briefly, 

IV, — The Indian System of Collecting Excise Revenue 

The progress of the excise administration proceeds from the old crude 
system of farming the revenue to the more modern idea of bringing; 
the manufacture and sale of the intoxicants under some, sort of _Go- 
vernment control , and thus to accomplish the double end of regular- 
ising, increasing, and manipulating the duties so as to restrict consumption, 
as well as to guarantee a certain degree of purity and strength in 
the liquor consumed The first improvement in the old farming or 
“ out-still " system of taxation was to limit the number of shops in the area 
farmed, and next to establish an improved out-still system, whereunder the ' 
combined right to manufacture and sell at a special shop was annually granted 
on payment of a tax. By means of the sale fees under this system, 
Government was enabled to impose, and to some slight extent, regulate 
taxation on the drink traffic as a whole. But it was impossible to 
graduate the tax on the still-bead principle, or insist on a standard quality 
or degree of strength. Besides, for political and social reasons, Goveinment 
could not exeicise all the control on the drink tiaffic as a whole which was 
possible even under this crude method. There were tribes of aborigines who 
regarded the privilege of making their own liquor m their own homes as a 
right, which the Government was not prepared to deny, especially when it 
could be pleaded that the liquor demanded was for purposes of a libation to the 
Deity, and must therefore not be touched by any but the hands of the devotees. 
As, however, the administration grew stronger, more settled and more con- 
solidated, the numerous old-time pot-stills, scattered throughout the country, 
were mote and more brought under Government control under enclosures 
called “ the Central Distilleries,” which narrowed the region of supervision, 
enabled a more graduated duty to be imposed upon every gallon issued from 
the still, and altogether facilitated and increased control The manufacture 
-of liquor and its subsequent disposal was further improved by means of trans- 
port passes, vend fees, and improved distribution 

* See. for a fuller exposition of the arguments for and against, the memonal pre- 
sented to Lord Hardinge by the President of the 9th Indiau. Temperance Conference, Dr 
SafVadhiltan, and the correspondence with the local governments and administrations in 
relation to the excise policy of India pubhshed by the Government of India in 1914 The 
repbrt of the Indian Excise Committee of 1903 06 may also be^ mentioned here, though it 
w}U Bgain be more fully referred to latter 
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The next stage in the development of the excise policy was the adop* 
tion of the principle of the Still-Head Duty. At the time when the Indian 
Excise Committee of 1905-06 was appointed to investigate into and report 
upon the whole policy, the four mam systems in operation were . — 

(A) The system of Central Distilleries, which are mere collections 
of native pot-stills in Government enclosures , (B) The Contract Distillery 
system of Madras, as worked there since 1901, which has now been adopted 
as a model in Bengal and the Central Provinces, Under this system the 
monopoly of supply in a district, or other selected area, is given out on con^ 
tract, the contractor issuing his liquor at the rate of the excise duty in force, 
and supplying vendors, at a fixed rate determined by tender over and above 
this duty , while the right of vend is generally disposed of by auction for each 
shop sanctioned , (C) The Punjab system where the vendor can procure 

his liquor from any one of a limited number of licensed distilleries Here, 
too, shops are, as a rule, separately sold by auction , (D) The District 
Monopoly system of Bombay. Here the monopoly granted extends to vend 
as well as to supply, the contracts are given not by competition but by 
selection, the rates of duty are low, and subject to payment of a minimum 
guarantee, which is ordinarily covered by the amount of duty paid on issues, 
and the contractor pays nothing for the privilege of the retail vend. ' 

A. As regards the first of these systems, it allows the hereditary occu- 
pation of distillation to be continued, and thus offers a supply materially 
similar to what the people have been accustomed to. It also entails in the 
eatly stage a mimmum of expenditure on Government for purposes of 
supervision Fmally, it occasions a leduction m price, when the competition 
is wide spread, when, that is to say, the system is coterminous with the 
boundaries of a province But it would not admit of any improvement in 
the process of manufacture Storage is difficult, though m the United 
Provinces a system of bonded warehouse was introduced with some degree 
of success The cost- of production also cannot admit of economies which 
would be easy under the system of large scale concentrated product mn. Its 
gravest disadvantage, however, seems to be that under that system, the 
control of distillers’ operations and guarantee of quality ate out of the ques- 
tion. Hence the Indian Excise Committee recommended . — 

“ On these grounds the Committee concur i,\ith the Goternments concerned in the 
opinion that the number of distillers and distilleries should be reduced In 
those that remain, they would reduce the number of distillers to a selected 
few by insisting on the Separation of manufactura and vend, on the introdns- 
tlon and maintenance of proper plant, and on a stnoter system of control " 
(Report, para 29) 

B. As to the second system, the contract supply is intended 1;o avoid 
the dangers of unregulated competition among distillers for the Custom of the 
retailers, by substituting regulated competition In the form of inviting tenders 
for the privilege of supply at a fixed price per gallon, within specifi ed 

• Report of the Indian Excise Committee, Chapter II. 
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areas, for a given period. In Madras, however, as contradistinguished frorti 
Bombay, the Government arrived at the present system by introducing it 
alongside with the existing private distillery system , with the result that, 
when the latter was admitted to be a failure, the government was handi- 
capped by the absence of proper number of centres from which the distribu- 
tion of the supply should take place, as also by the existing predominance 
of the single firm of distillers, which combined that busmess with sugar 
refining and thus was able to pay its way Government had no adequate 
buildings for ensuring a well distributed system of factories In other 
respects this contract supply has been claimed to offer a supply of liquor 
at a low and constant price, with the result that the Government can tax 
that supply accurately and profitably. The distiller, too, secure of his con- 
tract, IS better able to lay in a store of material and make his calculations on 
a definite basis , while the retailer can easily calculate the amount of fee that 
he can afford to pay for his license, smce he knows definitely the price at 
which, within the given period, he would be able to obtain the articles 
desired. But the system endangers a monopoly of supply , or, in the alterna- 
tive, compels Government to subsidise smaller distillers and incurs great 
wastage in the expense of production The monopoly might be avoided by 
breaking up the contract units , but that would involve recourse to smaller 
distilleries which cannot produce as cheaply as the large producer aiming at a 
monopoly. On the assumption of free competition, the evolution of mono- 
polistic tendencies would be inevitable under such circumstances, unless the 
Government checks the tendency by keeping up competition, offering a 
slightly higher rate to the smaller men just enough to cover the absolute 
expense of production to the latter. The smaller distiller under this system 
IS exposed to the further disadvantage that in the event of a higher bid he 
may be turned out from bis contract m the next succeedmg period, and thus 
have no guarantee for the security of his capital investment, unless, as is 
now common in Madras, the Government offers a fair chance to the 
existing distdlers, or buys out any one of them at a fair valuation in the 
event of his fallmg out of competition. Finally, it is urged against this 
system, that during the currency of the contract there is no incentive to 
the almost monopohst contractor to supply good liquor , and though Govern- 
ment prescribe quantity and strength at the tune of giving the contract, it 
IS at best a poor guarantee while the contract is m operation. The Report, 
already cited from, observes . — 

" The aystem, while far from being perfect, is the best working system of supply 
that has yet been devised In the opinion of the Committee the system has 
successfully stood the test of time, of comparison, and of cnticism ” 

C< The Punjab system is based on the analogy of the English System, 
Which, tinder certain restrictions and safeguards, allows any person to manu- 
facture spndt, and to sell it to any hcensed retailers throughout the province, 
Th6re is the obvious advaiitagfe m this system that the suppliers Compete 
among themselves, and are, therefore, constantly being stimulated to theif 
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best to obtain and retain the custom of the retailers The quality of the 
spirit thus offered is likely to be much better than under a system -which 
would create a practical, if not a legal, monopoly The trade is free from 
restrictions which have to be imposed in other provinces , and the country 
spirit market is supplied on equal terms with the spirit manufactured on 
European principles. On the other hand, the system offers no reasonable 
guarantee of the proper supply of outlying districts, and is certainly in- 
effective to control prices in the interest of the consumers, in the event of 
there being a combination among the producers to keep up the prices 

D. In the District Monopoly system, the contractor is chosen not 
by competition but by selection, so as to guarantee a mimmum consumption 
and consequently a minimum re\ enue , and if the minimum- is exceeded, he 
would have to pay the still-head duty at the faxed rates on the excess 
consumption. The principle of selection in the choice of suppliers guarantees 
that the business would be in respectable hands , and as the system enlists 
the help of the suppjier on the side of law, it forms an excellent instrument 
to check unlawful practices on the part of retail vendors The system is 
also easy to administer and removes the speculative element in the excise 
revenue of the province But for the effective working of this system, it 
IS essential that the miiiiniuni guaranteed should represent the natural or 
normal consumption of the area under contract If it fails to bring about 
this correspondence, it would not succeed m making the contractor as active 
in the interest of the government as m his own. Owing to the difficulty, 
however, of fixing the minimum guarantee, the contractors tend in practice 
to become monopolists of manufacture and sale, subject to the payment of 
a still-head duty. The system also combines the monopoly of. manufacture 
with that of the sale of liquor, and as such is open to serious objections. 
Though conditions may be imposed upon the contractor at the time of grant- 
ing the contract, it but too frequently happens that the interest of the 
contractor leads him to neglect the spirit of the conditions even- when ha 
observes them in the letter. Complaints are frequently made that .the con- 
tractors exceed the fixed prices, that they wink at mal practices by the retail 
vendors, maintain no efficient preventive establishments, and that they have 
failed to prevent illicit distillation. 

The recommendations of the Indian Excise Committee, as already 
shown, favoured the Madras Contract Supply system,- which, therefore, re- 
placed the existing- systems of Bombay, and improved the systems m the 
United Provinces, Bengal, Bihar and Orissa, and parts of the- Central Puro- 
.vmces. Under all these systems, the main incidents of the tax are similar, 
j The revenue from intoxicant liquors is derived from two mam sources ; 

I duties on the issues of liquor, and sums paid m respect of the right of 
retail sale. The right to supply a given area is granted, under the normal 
arrangements now prevailing all over, the countryv-by contract, thus prevent 
mg unrestricted competition and facilitating proper supervision. The restric- 
tions imposed upon the contract help to secure for the Government the 
34 



greatest proportion of the monopoly profits Spirits produced in distilleries 
pay a still-head duty , out-still spirits are manufactured and sold under a I 
right to that effect obtained by auction Licenses for manufacture and 
retail sale account for the bull? of the revenue from country beer, while 
the toddy consumption is taxed by means of a fixed fee on every tree from, 
which it is intended to draw the liquor, as also the sale by auction of the 
right to retail vend. Spirits and other fermented liquors, manufactured 
on European principles, are taxed at the same rate as is levied upon 
similar articles imported from abroad, the revenue. from these import duties 
being credited to the accounts under the head of Customs, though even in 
this case, sate license fees have to be added to make up the total excise 
revenue In some cases the manufacture of local spirits, e.g., the draw- 
ing of toddy, owing to the backward condition of these tracts^ is made tax- 
free or subject to a nominal fee, but exemptions of this nature tend 
to be restricted. As for the sale of licenses for the right to retail vend, it is 
accomplished by annual or at most triennial auctions, with the result 
that the growth of considerable vested interests is prevented- and at the same' 
time the highest revenue is secured to the Government. Licenses for th^ 
sale of foreign liquot are usually granted on the payment of fixed - fees. As 
for the number and distribution of shops, the Government of India in 
passmg orders on the report of the Indian Excise Committee laid down : — 

"If shops are allowed to be so sparse that each.has a praotical monopoly over 
a considerable area, prices will inevitably, be raised and illicit practices 
enhouraged. . On the other hand while shops need not necessarily be so 
limited as to make it impossible for a resident in a particular area to get his 
liquor except from one particular shop, it should only be possible for him to 
do so at a cost of considerable inconvenienGe .. .. , If two or more shops 
are equally convenient to a number of persons the fact affords what the 
Government of India would regard as prtma facie evidence that the number 
of shops in that particular area is excessive ” 

tindet these otders the local governments were invited to consider the 
redistribution of the shops in their jurisdiction, and, wherever practicable, 
to determine the locality and the number of such shops in conformity with 
local opinion, as voiced by advisory committees set up m every province for 
the purpose. 
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V.— Critique of the Indian Excise Systems 


Accepting this explanation, the temperance reformer would still contend 
that taxation by the Government of India is as far as ever from the ideal 
of putting down the harmful habits engendered by a false.sense of limitation 
and misconception of the Western civilization The enormous interest 
of the Government itself, which now finds a very - important and growing 
source of its income dependent upon the drink traffic, cannot -but expose it 
to some suspicion as to the genuineness of its endeavours to curtail the drink 
habit and to prevent its spread This dependence will be all the greater m 
the new system of financial autonomy in the provinces, under which excise 
becomes universally a provincial head^ It is true the Government of India 
has not yet accepted officially the ideal of the prohibitionist. But to those 
who regard prohibition as the ultimate -end of the activity of the State in this 
respect, it cannot but be a matter of^ regret that the Government should 
' continue to derive, and be dependent increasingly upon, this revenue , since 
[under those circumstances every proposal for temperance reform, and even for 
'other purposes like education, would be consciously viewed from the standpoint 
of its effects upon the exchequer * The financial interest may not ba deh-,^ 
berately sought to be made predominant , and we may also concede that 
every individual officer, if questioned pointedly, would probably giye pre- ^ 
ference to the social .and moral over the purely fiscal considerations. But 
the danger of adopting measures which would reduce and ultimately destroy | 
a source of revenue now yielding about IfJu^of the total revenue, and nearly! 
35% of the provincial revenues and capable moreover of doubling itself every' 
ten years, is so serious that every executive officer is bound to hesitate' 
before approving such measures, however unconscious, however unintentional 
this regard for financial considerations may be. 


Given the influence of revenue in shaping the excise pelicy of the coun- 
try, we must admit that within the limits thus set, the efforts of the Government 
have no doubt been directed to a reduction of the temptations, and thereby 
also the use of the intoxicating drinks. The table m the margin shows the 


No of shops 
Year ^all 

1901- 02 105,080 

1902- 03 107,741 

1903- 04 113,374 

1904- 05 113,116 

1905- 06 . 113,312 

1906- 07 110.286 

1907- 08 107.002 

1908- 09 93.355 

1909- 10 . 96.516 

1910- 11 ... 91.066 

1911- 12 . 81.221 

1912- 13 . . 78,152 


No of shops 
Year of all 

kinds 

1913- 14 76,484 

1914- 15 . 74,422 

1915- 16 72,267 

1916- 17 69,001 

1917- 18 71,952 

1918- 19 69,744 

1919- 20 .. 68,046 

1920- 21 65.039 

1921- 22 63,547 

1922- 23 . 61.802 

1923- 24 60,231 

1924- 35 59,121 


total number of all kinds of li- 
quor shops m the country which/ 
undoubtedly displays a health^ 
tendency to decline. The re- 
duction in the number of the 
shops IS only indirectly service- 
able m the cause of temperance 
reform, but none the less it is 
an effective means of combat- 
mg the evil. Similarly, the 
reduction of hours during which 
liquor is available exerts a ten- 


In reply to the circular letter addressed by the Government of India m August 1913, 
the local governments almost unanimously observed that the imputation that the Government 
{>®cer4 are gnided by revenue consideratiogs in their excise policy is unfounded Injttieir 

{Cantmwd on 



269 


dency to reform, or at any rate to minimise temptation to the industrial 
worker, who must thus get his supply, if at all, within certain hours 
selected, still, it must be said, not without reference to his convenience 
But being limited, they prevent undesirable excess. Legislation, moreover, 
of the type that was recently passed in Bengal and other provinces prohibit- 
ing the sale of drinks to young children has the same healthy tendency, and, 
to a degree, succeeds jn the aim The policy of a definite prohibition is also 
now frequently debated in the provinces, and one or two have already 
announced their determination for an absolute prohibition withm a given 
period.! 

The policy of raising the rate of the tax so as to make the drink habit 
a more costly habit is also pursued with the same object and hence we find a 
steady increase in the rate of the tax. There is, however, one serious objec- 
tion why the policy of merely raising the rate of the tax would not, by itself, 
be enough to restrict and eradicate the vice The rates as now charged are 
not only not prohibitive, but they have a tendency to become increasingly less 
effective in proportion as the economic position of the people improves. 
^ Unless the rates are annually revised and raised, the object is not likely to 
be accomplished, while revenues would grow at such a rate that Government 
would become more and more unwilling at any time altogether to abolish the 
drink trafSc | It is, of course, difficult to say how far the rates should be 
raised in any given year , and whether when raised, there would not be 
possibilities of evasion of the duty by illicit production, which would be more 
harmful from every point of view whether fiscal or social This, in fact, is 
the greatest difficulty in the way of Reform. And w'e .seejio wajLiO-remove 
it, short of an assumption by the State of complete monopoly of the 
distillation and sale of liquor The profits which now go to the private 
middlemen will thus be saved and Government will have better records to 
base their periodical increase m prices. 

' §The establishment of a monopoly in the drink traffic, howeveri^wiU fail 
to attain the end m view, unless the alternative forms of intoxicants are 


Concluded from page 268 ] 

final despatch to the Secretary of State, February 26, 1914, the Goiernment of India 
write " We desire to repeat the assertion made in that reply that we can find no evidence 
that officers aim at securing a large excise lexenue through an increased consumption of into- 
xicants, or that they receive any encouragement to do so from their superiors Such a pro- 
cedure would be contrary to the whole spirit of British administration in India, and we fully 
endorse the Punjab Government’s condemnation of these charges as ciuel and unjust to the 
class of officers vyho form the backbone of our rule in India " This is a strong assertion and yet 
one wonders if the Government of India do not really delude themselves Revenue consi- 
derations may not be deliberately kept prominent , but they are bound to influence the judg- 
ment of anyflfficer m executive capacity 

t See the report of the Bombay Excise Committee of 1923-24 " The policy which 

the govemment should,” says this Committee, " lay down in the future, and with as little 
delay as possible, should be to aim at the total extmction of the consumption of all alcofiohj 
prinks, mcluding toddy, by suitable steps " (Para 109 J 
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similarly controlled, if not monopolised.' Recent leports of the Excise Com- 
missioners note the increase m the issue of cocaine and other more deleterious 
drugs : and it is possible to argue that the object of Temperajice Reform 
will not be reahsd unless every substitute for alcohol is smiilarly controlled. 
In the case of bhang, ganja, toddy, etc the control is at present exercised only 
through the system of licensing the shops wheie these could be sold, Com- 
plete and effective monopoly of these foims of intoxicants is not to be thought 
of for some time to come, though the experiment of the opium monopoly may 
suggest the possibility, and invite a trial The position, however, of the 
Native States, and the possibility of evasion of control or infringement of 
monopoly from beyond these internal frontiers, must be fuUy considered 
before any policy of complete control can be seriously -proposed ',But making’ 
due allowance for all these factors, the statement must be repeated that the i 
only way to cure the drink evil Is to completely monopolise intoxi- 1 
cants of every kind and thereby so raise the price rapidly, progfes- | 
slvely, consistently as to make it beyond the p.ower of all but the ' 
richest classes to rum themselves if absolute prohibition by legislation is not 
immediately practicable"'’ fit IS impossible to enter at this stage and m this 
work into the ethical aspect of the question whether the Government of 
India would do well to associate themselves with such a source of the rum 
of the people, by making themselves dependent on the revenue derived from 
this source. While too sudden a break with habits of half-civilised people may 
undoubtedly cause political anxiety, which no settled Government can be 
expected to invite if it ■ can be avoided, a full control of the sources and 
process of production, manufacture, and distribution, is inevitable if the 
ultimate end is ever to be realised. During the process of the suppresgion 
of the habit tlie state must derive a revenue which may, however, lose all 
the taint of its origin if the increasing dependence on. that revenue is avoided, 
if the possibility of reproach of trading in the miseries of the people is at all 
destroyed whether by a monopoly or by license and sale duty. We ihmk it 
would be really better if that revenue is derived m .a form which makes the 
control of the source all the more feasible. 

The remaining portion of the excise revenue, which is relatively 
insignificant, is denved fronr.hemp-drugK" and opium. The former source of 
revenue is governed by the recommendations of the hemp-drugs Commission 
of 1893. As the plant grows practically in every part-of the country, the! 
revenue is denved by restricting cultivation under a system of licenses.! 
After the plant has been harvested it is stored m bonded depots , and befor^ 
issue of any quantity to licensed vendors a quantitative-duty is charged A^ 
in the case of intoxicant liquprs, the retail sala of these drugs also is subject 
to a license fee. While private .possession by unlicensed people is prohibited, 
no restriction is placed, however, on the use of a wild plant m the green state 
or if it 13 cultivated for the manufacture of fibre The rates of duty, which 
iKtve been raised since 1905-06 vary from Rs 20 to 40 per seer for “ganja” 
pj: cheras. Bhang on the other hand is taxed at much lower rates, m sonjp 
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provinces by acreage and transport duties only Licenses which cover thd 
retail sale of all forms of hemp drug are usually sold by auction 

Before concluding this section, we must, indeed, admit that none 
of the measures suggested affoid quite certainly, the guarantea.of a complete 
prohibition. It would be futile to charge the- British administration as 
having increased the drink traffic In so far as it is the result of imitation, 

It IS voluntary In so far as it is due to customs of old standing, it is rooted 
in prejudices and beliefs which have no apparent connection with any giyen 
system or personnel of administration The new ministers m the Provinces 
wiU have a score of objects of deserv mg increase m outlay being pressed 
upon them to be able to sacnfice this great source of re\enue all at once. In 
the concluding chapter m this part of our work we have suggested certam 
alternative forms of taxation, which might well replace the more objectionable 
older taxes 

Tobacco, increment in- land values, manipulation of commercial 
Stamp duties in places like Bombay, may_ be instanced here to meet a 
possible counter argument. But when alj is said, we fear we can see np 
immediate piospect of a complete cessation of excise revenue as an 
index of the complete stoppage of the drink traffic While the latter 
continues, it would be imprudent to waste the revenues that could be obtained 
therefrom, it would he suicidal to forego the control over consumption^ stich 
as it is possible now Hence our suggestion for a monopoly, ouf expectation 
of an increased yield, our recommendation of making Provincial conttibm 
tions only out of the increased excise revenues, so that this unwelcome iterft 
Of expenditure may fare as well, or as badly, as the possibility of increase ill 
this revenue under provincial management. 

* Ganja i"! totally prohibited in BurmiC and opiunTpartially Cheras is similarly 
prohibited in Madras^and Bombay while Assam prohibits opiunP Certain races, like 
the Todas and the Badagas, or the, upper Burmans. have absolutelj prohibited spirits, 
Cp the Report, para 227 of the Indian Ta\ation Enquirj Committee 

The- transfer of the Excise department under the new constitution to an Indian 
minister opens, up infinitex’istas of speculation as to the future of the drink question Bar 
fanaficaLopposition to intoxicants on religious grounds, there is no fear that the new Indian 
ministers’ would beipsensible to the claims of rexenue in this most difficult question If 
absolute prohibition is found utterly impossible and if a certain revenue must contmue 
to be raised from the drink traflic, the Gox'einment, under the new dispensation, would find 
themselves driven to accept the suggestion of monopoly made in this section, as it is the 
only Way to safeguard the larger interests of the community without sacrificing the nghts-of 
mmorities There is an obvious guarantee, which local governments, like that of Bombay, 
could offer to the critics of the prevailing excise policy, by at once doubling the rates of 
their-.exclse d:utieb, or by raising them to such a figure as would pay the. whole of the 
provincial contribution to the Imperial Exchequer As this is a feature of the new financial 
system universally tiisliked, it will be killing two birds with one stone, if the provinaal 
contribution is thus made problematic 

Since the above was written in the first edition pubbshed in 1921, tlie mlmsters-in 
several provinces have made more than one attempt to tackle the problem of absolute pro- ' 
hibition. They have, however, been everywhere frightened awa> by the financial side of 
this question, under the double aspect of the loss of revenue_which, with the customs 
duty on spirituous liquors, aggregates 22 crores per annum and of the dost of a prohibibon 
establishment, which some people think would amount to a regular standing army (see the 
Report of the Taxation Committee, para 227). We are not very much impressed with this 
argument , but it is interesting to find that the Taxation Committee comes substantially 
to the same conclusion regarding the best and the most innocuous way of deriving this re- 
venue, — a "managed monopoly” — as in the te\t above, We, however, prefer a state 
monopoly m regard to country spirits manufacture 
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Customs Revenue 


I. — The Nature of Customs Duties 

Considered historically, the system of customs revenue in all its forins 
seems Jo have been developed much before the counter system of excise 
revenue. If we regard the customs duties as consisimg of all tolls, dues, or 
taxes, levied on account of a government, on the import or export of goods 
from any centre within that government, we shall fipd these, duties a 
recognised source of the income of the Etmce as well as of local governing 
bodies m India from the earliest times. In their nature these duties are, 
like excise duties, a charge on commodities— a tax on consumption. ^ITEey ’ 
differ from the latter only soiar as th ey are le u Vied . on th . p moMment a^Qf J 
cn ndsj whil o rTcn n -■<= Wiad. at gnma st a g a- m the mamifflcture n ji.. s al e o f ' 
t hfi_ faxad cnmmnriit v 1, This difference — though it accounts for a very 
considerable dissimilarity m the administrative treatment of these two forms 
of tax revenues — is essentially insignificant. ' A proper customs tariff, framed 
with a view to revenue alone, must be adjusted on the same principles that 
govern the excise revenue. \ Thus in customs, as in excise, a tax would be’i^ 
productive only if it is levied not only on some selected articles of widej 
consumption, but also on al] the possible commercial substitutes for thesd 
articles. But the financial aim of such taxation would be defeated if too 
many articles are taxed, as such a course.would encourage smugghng. It is, 
therefore, best, from a purely revenue standpoint, to construct the customs 
tariff out of a few, well-chosen articles of universal consumption, with 
gradations, if possible, in the rate of the tax accordmg-to quality; in order to 
make the tax more m. accordance with the ability of-the tax-payer. The 
purely financial standpoint would also require that all the ^lommodities made 
subject to customs tariff should, if produced at home, be made liable to an 
equivalent excise duty to prevent any d eflectin n-ofnnthiatry. I 

Tbe difference of administrative character between customs and ex- 
cise duties has led to important distinction m their practical treatment. To 
prevent evasion of the duty, it is regarded as of cardinal importance that 
customs should be levied on only those articles which are to be imported 

* The fact that the customs revenue does not meet with any prominent mention in 
the works relating to the ancient history of India, can be explained on the ground that most 
of these duties were collected by town authorities at the gates of towns, and were usuidly 
taken by the local governing bodies In the shape of transit duties, the Indian customs 
duties have attracted considerable attention from foreign students, and some of the early 
wars of the English m Bengal were directly caused by a diaetence of opimoivbetween the 
Nawab, and the Company’s servants on the question of these duties . In the maritime 
provinces, hke Gujarat, a proper system of cnstomsjrevenue for the benefit of central Govern* 
inest seems to have developed very early. 
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or exported over considerable distances, and are of bulky character. Excise 
revenue is not confined to any such rules “ The need to adjust the tax burden 
to the wealth of the taxed community demands that the rate of the tax 
shall be m practice as low as is consistent with the financial interest | This 
course of low initial duties has_J:he additional _adyaatage-of makin g t he 
cust oms, revenue m ore elastic in yiield.| In times of emergency, by a mere} 
mcrease in the rate of the duty on articles of universal consumption, the 
State can expect to obtam a nearly proportionate increase in revenue 

So far we have assumed that financial considerations alone guide 
the framing of the customs tariff. But hardly any modern country can pre- 
tend to a customs tariff exclusively framed on financial considerations^ 
j The unavoidable effects of any customs duties upon a country’s industrial, 
Uorgamsation have made it a guiding maxim that necessaries of life and 
ymaterials for industries should, as far as possible, be exempted from suchi 
iHaxation. We need not here interpolate the controversy about free trade 
and protection, but need only observe that a purely financial customs 
duty would be as impossible to construct as it would be intolerable to 
maintain. At the same time, it must be admitted that the basic principle 
of every protective duty makes it impossible for that duty to be revenue 
yieldmg To the extent that a protective duty is productive of revenue, 
It must necessarily be destructive of protection. And, conversely, to the 
extent that it is protective, it cannot be expected to be productive. t The 
large place that the customs revenue occupies m the financial systems of 
the leading countries shows clearly that, despite the professions of the 
legislators, no existing system realises the ideal of the authors according 
to their professions. 


11 — Kinds of Customs Duties 

There have been, speaking historically, three mam classes of customs , 
duties — the so-called Transit Duties, the Export Duties, and the Import 

* J S Mill (Bt V . Chapter 6, Art 2) would tax onlj those commodities not 
produced at home at all But Mill’s suggestion was essentially insular, and seems to have 
been based on the special considerations of the English customs system, \, here the mam 
items of the customs revenue are not ordinarily producible at home The suggestion 
cannot in practice be accepted by other countries which want to tax commodities that 
they themselves produce in part, or of which they produce marletable substitutes The 
school of free trade writers seems to exaggerate the danger of the evasion of customs dues 
or smuggling, if we are to judge from the recent experience of France and Germany, tliough 
the experience of England herself in the matter of smuggling seems to warrant their 
apprehensions 

t If revenue alone were made the guiding prmciple of a customs tariff, the rates 
of duty would have to be based on the Kailway analogy of charging what the traffic 
can bear The duties, then, initially low, would have to be gradually increased, till they 
reached a point on each item which is consistent with the highest imports (or exports) 
under the tax If the Import (or export) nses in spite of the duty, the rate should be 
raised but the increase m the rate may cease if the imports are checked Such a tariff, 
widely distributed, would yield enormous revenue, and might quite possibly realise the 
ideal of the single tax, though at an incommensurate cost to the industrial resources of 
the country Conversely, protective duties can be made prohibitive of any competition with 
the protected commodity with a corresponding increase in preventive establishments 
to detect and deter smugglers But m that case the cost to the community m the shape 
of mcreased prices, restricted consumption, and artificial direction of industry, must also 
be considered, 

35 
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Duties/ Of these the first + is now almost entirely discontinued in the 
leading commercial countries of the world, as exactions of this nature 
prevent the growth of commerce and the building up of an EnUepdt trade 
in a country otherwise suited for it j In the crudest form, the transit duties 
are a toll or a tax on the mere movement of goods, without any attempt 
to see whether the goods taxed are really objects of consumption, or simply 
passing through a country en toute to a more distant destination, In 
this form, it cannot be denied that the transit duties are an indefensible 
exaction, hostile to the development of commerce. In strict theory, such 
duties would, in modern states, be impossible to maintain, owing to the 
mere difficulty of furnishing a suitable administrative organization which 
would be cheap as well as effective. And the rise m prices resulting from 
such duties would make them unbearable to the consumer I In the more 
modern forms of Octrot, however, in which a town or city government levies 
a small charge on the articles brought to the city barriers, and meant to 
be consumed within the city, or under a system of bonded warehouse, 
in which the goods sought to be taxed would, in the first instance, be 
charged the usual duties, and be deposited m warehouses, specially established 
for the purpose, then, when the goods are re exported, the duty to be refunded 
—these duties do not arouse the hostility they once did provoke, § 


Public opinion also seems unfavourable to customs duties on ex- 
port. With the disappearance of the old ideal of a self-sufficing unit, it is but 
natural that anything which Impedes the export of the surplus of a country’s 
produce, and thereby prevents it from offering the best exchange for the 
products that the country in question itself needs, should be regarded with 
disfavour. Under the influence of mercantilist ideals, European nations have 
been trying, for now nearly three hundred years, to increase their exports ; 
and though the inheient weakness of the mercantile system is now pretty 
generally realised, there iS still a stiong tendency to favour exports Euro- 
pean writers are, therefore, unanimous m condemning the export duties en 

* Bounties to selected industries, m lieu of protective impoit duties, are classed m 
the same poup as the customs duties in the glossary of the protectionist financier , but 
such a classification is erroneous, since bounties area form of public expenditure, not a 
source of public revenues. 


, + difficult to say what Is the ongm of those duties Do they represent an ill- 
advised exercise of petty feudal soveteignty, or are they to be considered as a just return 
for servic^ rendered by the state to commerce, such as constructing and mamtaiuing 
roads and bridges, harbours and docLs ? If the latter be considered as the true explanation, 
the transit tiuties cannot be wholly condemned As a matter of fact, however, in the 
again which these duties were collected, the alleged services were seldom rendered by the 
sovereigns, and when such services weie rendered, almost invariably an extia special charge 
was levied for the purpose The modern unfavourable attitude, therefore, as regards 
these duties has a good jnstificaUon in history as well as in economics 


- ^ become unbearable to the consuiuei r 

prommently illustrated by the Prench Revolution and the causes which led to It 
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masse* It is conceivable, however, that not all export duties would prove 
equally injurious to the industry of the taxing countryl A complete or practical 
monopoly of a product for which no commercial suLsfitute is found, given 
rigid demand from all other countries in the world for the article taxed, will 
make the burden of the tax be borne by the foreign consumers of the 
commodity I It is also conceivable that export duties may serve a very useful 
national purpose, as for instance in conserving the food supply of a country 
like India, liable to famines t In fine, it would be premature to condemn 
all export duties without distinction, without a study of the special circum- 
stances of each case | 

However much these older forms of the customs revenue may survive, 
there can be no question that at the present time the most important form of 
customs revenue is duties on import iFor political and admmistrative reasons, 
th^ orm IS b egin ning to be more than ever important [ The formation of 
larger national units by federation or amalgamation has invariably resulted m 
giving increased powers to the central governments for raising and manipu- 
lating the customs revenue chiefly in the form of import duties. And the 
consolidation of frontiers, with the perfection of the means of supervision 
and the improvements m the Civil Service, has succeeded m removing to a 
large extent the old objection based on the possibility of evasion and of 
illicit traffic \The new importance of the import duties is enhanced by the 
novel objects governing these duties — considerations of national interests in 
buildmg up new forms of industry.^ 

Before leaving this subject v e may also note briefly the difference m 
nature and incidence between the duties charged ad valorem and those levied 
specifically The former are expressed in percentages of the \alue, the 
value being either determined by invoices, or from preset ibed schedules. The 
specific duties are charged m given amounts on some stated unit of _quan- 
tity of each taxed article. This duty is peculiar m this that every time^l 
the price of the taxed article falls, the burden of the tax rises and vice versa. 
For purposes of concealed protection, and even for revenue, these duties are 
often preferred by modern financiers to ad valorem duties 


* The only important countries which now levy any export duty and derive a con- 
siderable revenue from it are Turkey with a uniform tariff of 1% on all exported 
commodities , India with an open expoxt duty on jute and nee. and a concealed export 
duty on opium and cotton yarn, the latter being charged under the heading of Excise, the 
former a transit dntv or monopoly price , Brazil on coffee, Philippines on sugar, hemp and 
tobacco , and Switzerland, Russia, Austria and Italy on some few commodities which are 
considered monopolies of those countries During the Boer War, England had recourse 
to the Coal Export Duty France abolished her export duties m 1881, and Germany m 
1873 India is the only country in which export duties form any considerable portion 
of the customs revenue 

t Jute, and to some extent opium, from India, and camphor from Japan, supply 
admirable examples 

f Following the Pans Conference of 1915, suggestions were made for the conserva- 
tion of the raw materials among the allies One of the suggestions, offered for the 
consideration of the Indian Government as regards the supply of raw-cotton, took the shape 
of an export duty as an alternative to a system of licenses No decision has been taken, 
but the Indian opinion seems to have been almost wholly against the export duties, and 
nghtly so, though they were naturally preferred to g, much more injurious system of hpepseg. 



Ill —Considerations in fixing Import Tariffs 

With the possible exception of the United Kingdom and the Turkish 
Republic, none of the principal countries of the world at the present 
time regulates its customs tariff on imports or exports on an exclusively 
financial basis In this respect there seems to be a marked divergence 
of views between theoretical publicists and practical politicians. Economic 
writers are for the most part agreed, even when they belong to countries 
which have frankly accepted other than merely financial principles in the 
regulation of their import duties, that on an abstract analysis of international 
trade, such duties appear to be a needless hindrance which diminish the 
net advantage of such commerce^ The imposition of high import duties would no 
doubt check the import trade, even when the first obvious effect of such 
duties seems to be merely a diversion of the import trade from manufacture 
to the production of raw-materials For m so far as the taxed article is 
raised in price, there would result some retrenchment in consumption, which 
would involve restriction of trade, h 

iThe case, however, for high import duties, imposed with a view to 
grant some protection to the local industries, does not deny these obvious 
ujSrences from abstract reasoning / The distribution of industries in the 
world as we know is not based on that ideal assumed by the free trade 
economist, which, if true, would lead to a great advantage from the growth 
of foreign trade as resulting natuially from the differences in comparative 
cost There could be no occasion for any demand for an artificial stimulus 
to a country’s industry, if the principle of nationality were made extinct ; 
if the regional distribution of population so completely harmonised with their 
ethnic qualities, as to make the labour of each regional unit employed at the 
greatest efficiency m the industries climatically or geographically most suited 
to such a unit. Given, however, the force of nationality, and the virtue of 
patriotism , given the imperfections or inequalities in industrial development 
of different units ; it is not surprising to find many deep thinkers deliberately 
Ignoring or contravening the inferential disadvantages of a system of 
artificial stimulus to national industries by means of import duties. It is 
possible to argue in many a country that an industry, in all ways suited 
to the natural advantages of that country, may yet be prevented from 
developmg m that country for want of the necessary knowledge and experience 
among the people Such a defect would never be remedied under a system 
of free competition from other countries, who have managed, purely by 
historical accidents, to develop the same industry to a much higher stage of 

perfection.* j In _ suc h a , case- protective import _ duties, by making 

competition With the protected industry harder, afford^_oppQrtunity to foster 
,such industry Such a process of national industrial development no doubt 
occasions a temporary loss in the shape of increased prices, as also in the 
inevitable alterations m the employment of industrial capital and labour. 

•See ttie section on Tariffs in the present writer’s Trade, Tariffs and Transpcrt 
tifindta, 
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But granting the fact of that loss, it may yet be claimed that the compensa- 
tion from an all round development of the country’s industry would more 
than set off the loss. 

This case for a scientific protection has now become classic. The 
inherent limitations of such a case it would be futile to ignore. It is in the 
best sense only a temporary expedient, since the underlying assumption of 
such a case is that the industry protected is capable of developing, if only in its 
initial stage it is guarded agamst unfair competition The necessary 
corollary of this assumption requires that when the protected industry has 
reached a stage when it no longei needs artificial stimulus, the aid once 
given to it must be taken away. The sacrifice involved m every system of 
protection would have been thrown away if after the experimental stage the 
protected industry still continues to demand protection. One of the most 
difficult problems which the protectionist has to face m practical life is to 
make a wise selection of the industries sought to be protected The limita- 
tion of our information as to the suitability or possibility of a given 
industry, the existence of other than purely economic factors warping 
the judgment of the protectionist and influencing his policj', make it very hard 
to select wisely, and to protect properly, the suitable industries. Moreover, 
the essentially temporary character of scientific or justifiable protection 
demands a removal of the duties when their object has been served. 
But in practice almost all the chief protectionist countries have 
found this an impossible condition, owing to the growth of vested 
interests t Scientific protection must also involve some loss or sacrifice, 

'Cp the Report of the Indian Fiscal Commission, para 55 — 

"We recommend in the best interests of India the adoption of a policy of protec- 
tion to be applied with discnmmation along the lines infficated in this report " The 
lines are elaborated in para 97, which says — 

' " (1) The industry must be one possessing natural advantages, such as an abun- 

dant raw material, cheap power, a sufficient supply of labour or a large home market, 

(2) The industry must be one which without tbe help of protection is either not 
likely to develop at all, or is not likely to develop so rapidly as is desmible m the 
interests of the countiy 

(3) The industry must he one which would eventually be able to face world compe- 
tition without protection " And m para 120 the (majority) Report further adds — " When 
protectionist considerations do not arise, we see no reason why the Government should not 
impose revenue taxes in accordance with the recognised principles which govern such 

■) The experience of the United States of America and the German Empire is ipore 
interesting in these respects, as both these countries, working on entirely independent grounds, 
have evolved practically identical conditions of industnal organisation, which simultaneously 
proves the accuracy of the arguments for scientific protection and the practical difficulties 
involved (See Giunzel, Economic Piotectiomsm) Prof Adams m his work on “Finance" 
thus sums up the contrast between the theory and practice of protection (Page 417) " In 

theory pi otectioa doss not become a source of positn e adi antage until it gii es place to 
freedom of commerce In fact, after a nation has once tasted the stimulus of protechon, 
commercial freedom is either impossible of attainment, or can be attained only through a 
struggle so great as to mark an epoch in financial legislation In theory, protective duties 
should be high when first imposed, and decline as nations learn the lesson of manufactunng 
skill In fact, they begin with a moderate charge and raise it higher and higher each 
succeeding year In theory, the burden of piotcction, that is to say, the cost of the nation's 
industrial education, is borne by the agricultural industry In practice, especially 

where Government rests upon popular favour the policy of protection quickly drift? 
into the illogical and self-destructive policy of an all round protection ” 
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The nation desiring protection must make up its mind to bear this loss, and 
treat it as an unavoidable or necessary expense for educating its people to the 
desired pitch of manufacturing skill Such a view of the sacrifice involved 
would pass unchallenged, if both the loss and the gam were truly national 
and evenly distributed But in practice it not infrequently happens that 
the loss IS borne by one section, the consumers only, and the gam goes almost 
wholly to the much smaller section of the producers. The specious argu> 
ment that protection creates more profitable employment may be adequate 
to entrap the ordinary workmen, who see the immediate rise in wages, 
and have not foresight enough to consider the counter-balancing effects of a 
rise m the cost of living which results from the same cause. At first 
sight. It would appear as though successful protection, by establishing new 
industries, helps to create additional employment. But such a belief is 
impossible if it means that the totaJ volume of employment in the country 
IS increased What successful protection can really accomplish is a change 
in the nature of employment from poor to more paying channels , it cannot 
add to the total volume of employment * The working classes, as a rule, 
do not realise this , and they are, therefore, instinctively protectionist I The 
same also applies to the other argument of the protectionists m answering 
the charge of costliness or wastefulness of their programme. It is possible 
to make the foreigner bear the cost of piotectionist duties. It is conceiv- 
able, no doubt, that an importing country, in a situation of exceptional 
strength, having practically a buyer’s monopoly of demand, may be able to 
ward off that burden of the import duties.! But m that case, to the extent 
that the burden of import duties falls upon the foreigner, the duties would fail 


* The American protectionists have often argued as though in their case the pro- 
tective tariff had actually succeeded m adding to the volume of employment The mciease 
of population Simultaneously with a rise in wages in the States is an evidence of the yet 
inadequately exploited resources of the country, and not of the ability of protective taiiffs 
to create something out of nothing The high wages may also be explained on the ground 
of increased efficiency, in so far as the high wages are not explained by an increased cost of 
living 


t The only exception to this rule is that of the English working classes, the majouty 
of which have been free traders But the explanation of this exception is probably to be 
found in English workmen thinking more of their lot as consumers than as producers, m 
which capacity for a long time they feared no rivals 


{Professor Plehn mentions the following five instructive cases, in which the burden 
of import duties might be borne by the foreign producer (A) When the amount of the 
commodity produced in the country laying the tax is sufficient m quantity to enUrely supply 
the home market, and to fix the price very close to the cost of production, while the 
foreigner has at the same time so large a supply that he must enter that market to dispose of 
it A common instance of this is the case of rye m Germany in good years (B) When a new 
tax 15 laid on goods produced with the aid of large fixed plant for a limited market which 
would be lost if the price is raised As long as the producer is unable to change the 
character of the plant he must pay that tax , for example, iron products from the Rhine to 
be sold to Sheffield (C) In the case of commodities which are used only as substitutes for 
something else, because they are cheaper, which would not— if the prices are higher than 
that of the commodity for which they are used— be consumed at all, eg rye m Germany 
when wheat is cheap (D) In the case of commodities a large part of whose total con- 
sumption is produced in the country, but not enough to fix the price absolutely, which is 
atdl above the cost of production The foreigner m that case would pay part of the tax 
if hisentry depresses the price (E) The speculator regularly pays the tax when the com- 
modity is massed in warehouses on the border for importation on a rise of prices, and on 
peing imported in large masses depresses the pnce 
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in their original object’*' of being protective ; for the only way in which 
the burden can be borne by the foreigner is a fall in price. And if a fall 
in price does not arrest the imports, the tax on imports cannot be said to be 
protective. The greatest danger to the industry of a country from a 
systematic adoption of scientific protection, however, is the hkelihood of a 
permanent weakening of industrial position in the protected country TariflP 
aid, instead of being a temporary and costly expedient, becomes in many 
cases the normal condition of the industry of that land, thereby undermining 
and enervating the whole position of industry The enervatmg force is all 
the more apparent in a small country, where domestic competition is not 
sufficiently strong to supply the necessary stimulus which automatically com- 
pels an industry to keep abreast of the times. 

If these necessary limitations of scientific protection are reorganised and 
appreciated, there is no reason why a country, ambitious of industrial develop- 
ment, should not resort to it. Recent 'experiences of great industrial countries 
have shown that import duties are hot" the only* means of protecting 
one's country’s industries. If the cost involved m the protectionist experi- 
ment IS accepted as an unavoidable price of national development, the pro- 
tection required may perhaps be more appropriately given in the shape of 
bounties or direct subsidies to selected industries than m the shape of import 
duties. The two last mentioned methods have a distinct advantage over the 
more common expedient of import duties They make palpably evident the 
essentially costly nature of the protectionist experiment, by making the sub- 
sidies and bounties a direct charge on the national revenue, instead of 
an apparent gain which the import duties suggest. The conscious- 
ness of the burden will provide its own remedy Besides, as the bounties 
are given only to selected industries, admittedly of national unportance, they 
would prevent the creation of all-round vested interests which import duties 
bring about. They will also be free from the usual objection of the cost to 
the consumer involved m a rise of prices following upon the imposition of an 
import duty for protective purposes On the other hand, bounties being 
directly paid out of the central exchequer, they would naturally depend for 
continuance on the flourishing state of the country’s finances. As such they 
would be unsuitable for new and strugglmg industries, where the entre- 
preneur cannot base his calculations of profit on a definite factor To the 
extent that bounties are needed by an industry, they would mean a gift to the 
foreigner, for without the bounty there would be no exports ex hypothest. 
If the belief m the future of the bounty-fed industry is wefi-founded, the 
bounties ought to be progressively reduced, and thus remove an unfair 
advantage given to one section of the people. Even in the case of import , 
duties, the problem of gantmg protection with the least risk of waste of 
national resources often reqmres a most minute adjustment of the scale of 
duties to the cost of production, to the various classes of the same articles, 

* We cannot add many specific instances of a buyer’s monopoly, unless it were the 
case of tea in England, where the tax is not conceived in a spirit of protection. For the 
above oases compare Plehn IntroduoHon to Pubhc Fmance, 
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to the most delicate distinction between the rival claims of specific or 
ad valorem duties 


But even now the problem of defining the objects of a country’s 
customs tanfjf is not over. We have yet to examine the more radical ques- 
tion of customs policy, to reconcile the claims of nationality with those of 
world commerce , to show, if possible, that the gam of the pioducer need 
not necessarily spell the loss ot the consumer. The rapid conversion of a 
number of the leading countries in the closing decades of the last century to 
a policy of protection, in spite of the limitations of such a policy, was as 
much the result of political as of economic considerations A general 
adoption of protection indiscriminately must, apart altogether from an 
unhealtEy attitude engendering universal suspicion and unprofitable 
retaliation, result in a waste of the world’s resources, owing to a 
misdirection of capital and labour due to the desire of a forced industrial 
development. The rise in prices, which must also follow in the wake 
of such a course, cannot but exhibit the resulting hostility between 
the interests of producer^ and consumers If it is sought to avoid this 
last consequence by attempting to regulate the industry protected and 
fix the price, the state would soon find an effectual limit to- its exertions. 
Without any ability to offer an alternative supply such an effort must fail,’*' 
The only remedy to bring about the fullest development of each country’s 
resources, without injuring the interests of consumers, or causing a wanton 
retahation.js, m our opinion, for the state to take upon itself the task of 
prqduction, or at least its regulation. If the units-of the League of Nations 
become competitive producers, the classic principle of the comparative costs 
would automatically assertitself, as m that case the confidence of equality 
would help to banish all suspicion of ulterior designs. International com- 
merce would then follow the natural hue of a territorial' division of labour, 
the^ex^ange between the trading nations being effected on the collectivist 
basis, and governed by treaties taking the place of innumerable individual 
contracts. The element of any undue or unearned profit in international 
exchange wpuld disappear, almost in the same way that the element of such 
profit has bfen ehmmated in the exchange between the co operative whole- 
sale societies trading with one another though situated m different lands. The 
coUective control of national production would also render the task of 
regulating the price accordmg to the cost of production more easy, thus avoid- 
ing the present divergence of interest between consumers and producers. 
Recent events m many countries seem to show that such a consummation is 
by no means unlikely. In any case unless some such arrangement is 
.wurived at, mistaken protectlou m national interests would be unavoidable 
from ambitious natiops, brmgmg m Its train all the undesirable consequen- 
ces of distrust) retahation, and waste to-which we have already referred,! 
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IV. — A Brief History of the Indian Customs Revenue 

At the time of the Mutiny the customs policy of the Company laid the 
eiitir§__trade of India m either direction under contribution. Without goinj 
into needless details it may be said that all the principal articles of impoj't 
and export were taxed— the former at the general rate of on raw 
produce and 5% on manufactured goods, the rates being doubled in the case 
of goods coming from countries other than the United Kingdom Mr. Wil- 
son m his first budget proposed to raise the general import tariff to 10% 
(1859-60) subject to the exception in the case of some important articles 
which were to be taxed at 20% At the same time the differential rates 
were abolished This tariff was revised in 186+, when the general duty 
was reduced to 7i% ad valorem and cotton goods to 5%, and again in 1867 
when the list of articles admitted free of duty was enlarged. Meanwhile a 
committee had been appointed to discuss the whole question of the tanff 
policy. And, following their recommendations, the w'hole tariff was recast 
in 1875, reducing the general rate of import duty to 5%, and effecting a much 
needed revision in values for the purpose of adjusting the tax.f 

From 1875 to 1900 the Indian customs policy became the subject of 
a violent controversy between doctrinaire free traders and passionate pro- 
tectionists ; and in consequence there were frequent changes. The ruling 
caste, taking their cue from the prominent British statesmen, adopted an 
attitude of uncompromising freedom in trade, irrespective of India’s econo- 
mic or financial interests The Indian public opimon of-the day, such as 
It was,. was gradually driven by the sheer intolerance of the rulers in their 
* The chief articles eioepted from the general 10% rule, and made liable to the import 
duty of 20% were tobacco, beer, wines, and spirits Wilson thus stuns up the effect of these 
proposals ~ ^ 

Loss on 20% duties , .... 30.000 

Loss of articles freed .... ... 52,000 

Total 82,000 

The firstiree list Ipclnded wool, hemp, hides, jute, flax, tea, books, prints, maps, 
and works of art 


t The following table shows the list of articles taxed and the rate of duties in 1875 
Import Duties 12 Naxal stores oils, paints, per- 


1 

Apparel, arms, candles, carnages, 



fumes, porcelain, provisions 



clocks, cotton, cabinet, ware etc 

7i% 


and oilman stores 

74% 

2 

Cotton twist , ... 

3i% 

13 

Silk .... 

74% 

3. 

Piece-goods . 

5 % 

14 

Sugar 

74% 

4. 

Medicines 

7i% 

15 

Tobacco 

10% 

5. 

Coloured matenals 

7i% 


Woolen piece-goods . 

5% 

6, 

Fruits, glass, skins, jewels, ivory. 



Export Duties 



leather 

7J% 

1 

Cotton goods, oils, seeds and 


7, 

Beer specific duty per gallon 

li% 


spices, and hides , 

3 % 

8 

Spirits do. do 

6/s 

2 

Shellac and lac dye , 

4 % 

9. 

Wme do do 

3/s 

3 

Gram specific duty per matmd 

44% 

10. 

Iron ..... 

1 % 




11. 

Other matenals 

74% 

4 

Indigo do do. 

643. 


R. C. Dutt’s ‘ India in the Victorian age ’ p 338 

36 
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second-hand exposition of the free trade principles, to an attitude of equally 
unyielding protectionism * Suspicions of selfish interests of the English 
electorate, chiefly of the Lancashire vote which no English Government 
could afford to defy and yet survive in office, were freely alleged to be more 
effective in shaping the Indian tariff policy than any- real belief m the 
sacrosanct principles of free trade Be that as it may, the_ Government of 
India embarked, from 1878rupon a policy of the remission or reduction of the 
customs duties with a view to establish an ideal freedom of trade , and 
though the heavy fall in the exchange value of the rupee and the sharp 
mcrease m expenditure did not permit them to realise completely their ideal, 
they approached by 1897 as near it as they dared, in the then condition 
of the country’s finances, despite the protests of the Indian leaders. The 
first step in the new direction was taken in 1875, which was to impose a 
dutyjDn cotton containing yarn not finer than 30’s if similar m character to 
goods .already produced at home. At the same time railway material was ' 
exempted from import duty, and 26 other minor articles were placed on the ' 
free list. As there was very little difference between the cotton goods which 
were exempted and those which were still liable to be taxed, m 1879 all' 
cotton goods containing yarn not finer than 30’s were exempted from duty at 
a sacrifice of 20 lakhs But the cotton goods were the principal source of 
customs revenue,,! and if they were to be exempted, there was no sense in 
maintaming other import duties which were likely to be more vexatious 
than profitable. The prosperous condition^ of the finances enabled -the 
Government of Lord Ricpn to abolish, m 1882, the remaining cotton duties 
and The rest of .the general import tariff! with the exception of the duty 

* For a clear exposition of the customs policy of the Government of India sea 
Strachey's “ Finances and Pubhc Works tn India," Chapter XV, and the budget speeches 
of Lord Lyttoa and Sir J Strachey in 1878 and 1879 The extract from Lord Salisbury’s 
despatch given m an Appendix to Strachey's op cit p 297 et seq, are as interesting as 
the following resolution of the House of Commons, indicating the English view of the 
question — 

(a) That in the opinion of this House the duties now levied upon cotton manufac- 
tures imported into India, bemg protective in their nature, are contrary to sound commercial 
policy, and ought to be repealed without delay so soon as the financial condition of India 
wlU permit " (July 11, 1877) 

The. general prmciples governing the customs policy were thus enunciated by 
Strachey (1) No duty should exist which affords protection to native industry, no 
duty should be applied to any article which can be produced at home without an 
equivalent duty of exaje on the home production , no duty should be levied except for 
purely fiscal purposes (2) As far as possible raw materials of industry and arbcles contri- 
butmg to production should be exempt from customs taxation (3) Duties should be only 
applied to arti^es which yield a revenue of sufficient importance to justify such an mter- 
ference with trade (4) Export duties should be levied only on those articles of which the 
exporbng country has a monopoly of production 

tSu J Strachey, m the financial statement for 1878-79 said the total gross customs 
revenue amounted m 1876-77 to ;f4,098,296 net Of this amount, salt import duty 
accounted for ;f2,491,010, leaving £1.607,286 for customs proper Out of these, cotton 
duties amounted to £811,340 or more than 50% of the whole customs revenue, — a senous 
item to sacrifice in the face of the known difficulties of those years 

JThe remission m 1882-83 was perhaps less open to criticism even on financial 

S ounds than the similar action of 1878 and 1879 In the earlier years war and famme 
id combined to make additional taxation inevitable The remission of any existing item, 
particularly the productive item of cotton duties, was objectionable as much on financial 
as on fiscal or economic groufids. In the later year, there was prosperity mside , revenue 

iContmued on^, 283 
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on arms and liquor. With the exception of a duty- of half anna per gallon 
on petroleum, no other import duties were imposed between 18S2=1S94. 

Ever smce the sixties, owing to the impetus given by the American 
Civil War, India had witnessed a continued growth of cotton industry 
organised on the basis of the latest mechanical improvements. By the 
eighties the Indian mills had begun to meet the local demands to a quite 
appreciable degree But the mdustry was seriously handicapped in the 
early years by the competition of Lancashire which had attained a far higher 
stage of development The advantage of Indian mills in commanding cheap 
labour was more than off-set by the inefficiency of that labour , while the 
advantage of English mills in having command of much supenor raw matocial 
in America had no counterpart in India The small duty of 5% which the 
cotton manufactures of England paid into India could not possibly have any 
protective effect on the Indian industry. Nevertheless the strong Lancashire 
vote exerted a continued, pressure on the English cabinet— to force the 
Indian Government to remove the Indian, duties , and m spite of great 
famines, wars, and a falling rupee, the Government. of India had at last to 
obey. But the success of the Lancashire agitation - naturally aroused sus- 
picion in the Indian mind as to whether the anxiety on the part of the 
English agitators for a removal of the import duties m India was really the 
outcome of a genuine belief in the advantages of free trade ; or whether, by 
any chance, it was the result of the selfish apprehensions of a rival mdustry. 
We find, therefore, the greatest struggle m the tariff history of India centring 
round the cotton duties In 1894-95, the heavy fall in the exchange value 
of the rupee brought the Government face to face with a deficit of Rs. 168 
lakhs, the only way, to adjust which was the restoration of a general 5% 
import tariff , the duty on petroleum was at the same time doubled. But, 
submissive to English pressure, the Indian Government excluded the cotton' 
goods and fabrics from the import tariff, so that the net gam from these, 
changes was Rs. 120 lakhs, leaving still a deficit of nearly 50 lakhs, which 
rose to a crore by December 1894, Cotton goods could no longer be ex- 
cluded, as they were the principal source of the customs revenue ; but, lest 
the imposition of the small 5% duty should give any the slightest protection 
to the Indian industry, a countervailing excise duty at the same rate 1 
(5%) was imposed on all cotton yarns of 20’s produced m Indian mills, ! 
Concluded from j> 282] 

and expenditure, after balancing, had left a surplus Salt duties were reduced The 
decision of the Government did not, therefore, seem so flagrantly in opposition to Indian 
mterests as the earlier decision had been 

There were the old sugar duties most obnoxious from financiaLas well as from 
economic stand-points which were abolished in 1878-79 The countervaihng duties were 
in addition to the general five per cent duty, and that remained-sfter the countervaihng 
duties were abolished 

In this connection it would be interesting to observe that Indians are not alone 
m regarding the Indian tariff Changes as being dictated by selfish English interests Lord 
Northbrook resigned his Viceroyalty rather than submit to- this unfair pressure Lord 
Lytton carried the changes by the exercise of tiie extraordinary power of overrulmg the 
majority of his counpil The minutes of dissent were extremely sound (See Straohey 
pp. dt p. 247 ) 
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the small production of the hand-loom industry being excluded. But still 
the English interests were not satisfied, as some English exports were of 
lower counts, and the English goods paid duty on the completed value while 
the Indian mills paid only on the yarn value. Hence, in February 1896, 
cotton twist and yarns of all kmds were exempted from import duty, and a 
uniform duty of 3i% was imposed on the woven goods of all counts, 
whether imported or manufactured in Indian mills. These changes were 
naturally construed by India as extremely prejudicial to the local industry, 
and they have left imperishable memories of a bitter wrong The cotton 
duties thus fixed remained unchanged till 1917, when the cotton imports 
were made liable to the new general tariff of 7i%, while the question of the 
countervailing excise was left as before t The general rate was raised to 
11/i m 1921, and to 15% in 1922, when, however, the cotton goods were 
left untouched at 1 1%. 

The only other interesting item in the tariff history of India is the 
countervailmg duty on the bounty-fed sugar. Imposed for the first time 
in March 1899, it was meant to check the imports fiom countries which 
were giving artificial encouragement to the sugar industry The imports 
were m the next two years not much affected, though the revenue in 1900^02 
was 7 lakhs and so the rate was raised m 1902-03 to prevent the 
artificial underselling of beet sugar. But following the sugar convention of 
1903, the duty was reduced. The tariff changes made m 1916 made sugar 
taxable at 10%, the rate being further enhanced for revenue purposes m 1921, 
and once again m 1924, when it was fixed at 30%. 

The free list, as fixed in 1882, was revised in 1894, when a low duty 
of 1% was imposed on iron and steel goods, while tobacco was added m 
1896 to the list of goods which paid a comparatively high duty. Machinery, 

J other than that used m cotton mills, as well as other iron and steel goods 
' were charged 24% from 1916. This rate was left undisturbed in 1921, when 
the duties on sugar, liquors and tobacco were enhanced, and a heavy speci- 
fic duty was imposed on matches. At the same time motor-cars, silk goods, 
watches, etc , were placed m a class of luxury goods by themselves, and 
charged 20% to be raised to 30%, the followmg year, when the duties on 

* The cnatoms revenue from cotton goods was Rs 116 laJchs, m 1895-96, and 
averaged 87 lahhs m the next five years The excise duty on cotton was 6 lakhs m 1895-96 
and rose to 18 laths in 1902-03 and to nearly 2 crores at the tune of its abolition m 
December 1925 

t In the first tanff changes made dunng the war cotton manufactures were left 
untouched (1916) For this reason " The council will naturally ask why, at a time when 
fiscal necessity' compels us to mate a material enhancement of the tanff in nearly every 
other direction, we should leave cotton alone Well, the Government of India have 
, not failed to represent their view that the^e should be a matenal mcrease in the cotton 
import duties, while the cotton excise, which has formed the subject of such widespread 
criticism in this country, should be left unenhanced, subject to the possibility of being 
altogether abolished when financial circumstances are more favourable But His Majesty’s 
Government, who have to consider the position from a wider standpoint, felt that the 
liaising of this question at the present tune would be most vmfortunate Hia Majesty’s 
Government feel that the fiscal relationship of all parts of the Empire as between one 
aiiother and the rest of the woild must be reconsidered after the war, and they desire to 
leave the question raised by the cotton duties to be considered then in connection witlj 
the general fiscal policy which may be thought best for the Empire ” ^Para. 46), 
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matches and tobacco were further increased, and the general rate was raised 
to 15%. Iron and steel goods and railway material were charged 10% fiom 
1922, but machinery was not allowed by the Assembly to be charged the 
same rate though proposed by Government. 

In 1910 the imports of silver coin and bullion were taxed at 10?o.j 

The only important export duty, before 1916, was that on nee at the 
rate of 3 as per 82 lbs. During the wai additional export duties have been 
imposed on jute, tea and indigo, the earlier tea duty of 1903 being a special 
collection exclusively reserved for the benefit of the tea trade. In 1919 a 
tax was placed on the export of hides and skins at 10%, — not entirely for 
revenue reasons Tea, lac and cotton are also liable to certain small ex- 
port cesses intended rather for the benefit of the industry than for an advantage 
to the exchequer. 

V. — Present Position In the Indian Customs Tariff 

j At the present time, then, the customs schedule consists mainly of 

I (l) a general ad valorem rate of 15%, with cotton goods charged a special 
rate of 11%, and machinery and iron and steel goods of all sorts being 
charged another special rate of 10?-^ Sugar is treated by itself, and charged 
Es. per cwt , or 25% on molasses and candy for the combined purpose 
of revenue and protection to the indigenous industry , while motor-cars, 
watches, silver plate, musical instruments, gun powder and certain arms ' 
and ammunition, and silk goods are treated as luxury goods, and charged 30% 
as such. Matches are charged specific duties, w'hile tobacco and spirits are 
treated specially for a high charge, liquors and vines being charged a specific 
rate of from Rs 21-10-0 to Rs 30 per imperial gallon or 15% ad valorem, 
whichever is higher, wines being Rs 9 per gallon on sparkling wines, and 
Rs. on still wines containing not more than 42% of proof spirit In the case 
of tobacco, cigars are charged 75%> cigarettes of Rs 7 1 per thousand in value 
@ Rs 7i per thousand, and for those exceeding Rs 1 Of per thousand in 
value @ Rs. lOf per thousand , unmanufactured tobacco is charged @ Re. ij 
per Ih , and manufactured tobacco, other than cigars and cigarettes, is 
charged @ Rs 2i perfl) Some articles, like agricultural implements, raw cotton 
and certam medicines, like anti-plague ^serum, are admitted free, while a 
small duty of 24% is charged on articles like component parts of machinery, 
or firewood Coal coke and patent fuel is charged Re 0-8-0 per ton Rail- 
way track material is charged specific duties, as also many kinds of iron and 
steel goods Cotton twist and yarn and sewing thread is chaiged 5°a^ 
Matches are charged Rs. l4 per gioss of boxes each containing not more ; 
than 100 matches, and Re 0-6-0 per gross of boxes each contammg more 
than 100 matches Works of art are generally free, as also trade catalogues -, 
but pictures, prints and engravings are charged 30%, as also toys and games 
of all kinds Export duties are charged on raw jute, (Rs. 44 per bale on other 
description, and Re li on cuttings per bale) and jute manufactures (sacking 
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Rs 20 per ton, and hessians Rs, 32 per ton) , nee, 3 annas per Bengal 
niaund, tea Rs 1 J per 100 HJs , and hides and skins @ 5% 

The import schedule is divided into 149 mam heads, with a fairly 
detailed list of sub heads, and with some attention to minute particulansa- 
tion, though, even now, the Indian tariff schedule is far from approaching 
some of the more scientific schedules of Germany, France or the United States. 
On the export side, there are 6 mam heads, and a number of sub-heads, with 
not at all the minute description and classification noticeable on the import 
side. 

Thera are also certain excise duties, e,g , that on motor spirit, which are 
also credited under customs. 

In many cases the ad valorem duty is charged on a prescribed valua- 
tion for tariff purposes, which may work out at a very low percentage m 
rising pnees ; m a few others the duty is charged according to shipping 
documents The export duties are all specific, which are easier to collect,) 
and, being low, are not very burdensome, though they are by no means all 
on absolute or virtual monopolies. 


f Table showing the growth of customs revenue in India • — 



Gross 



Gross 


Year 

Customs 

Expenditure 

Year 

Customs 

Expenditure. 


Revenue 



Revenue 


Rs 

Rs 


Rs. 

Rs 

1860-61 

2,96,56,080 

16,28,330 

1912-13 

10,79,58,640 

38,59,322 

1861-62 .. 

2,87,81.390 

24,35,470 

1913-14 

11,33,73,302 

39,18,784 

1871-72 . 

2,57,39,900 

18,49,210 

1914-15 . 

9,52,08.010 

39,64,180 

1881-82 .. 

2,53,96,120 

19,89,270 

1915-16 

8,81,08,293 

39,33,963 

1891-92 

1,70,12,880 

13,63,630 

1916-17 

12,98,87.728 

40,67,458 

1901-02 

5,74,95,285 

24,22.125 

1917-18 

16,55,48,819 

42,79,138 

1902-03 

5,99,64,540 

24,20,040 

1918-19 

18,18,09,614 

45,47,587 

1903-04 

5,94,94,470 

25,24,470 

1919-20 

22.48,32,802 

72,72,260 

1904-05 

6,54,26,665 

26,88,600 

1920-21 

31,89,83,157 

56,62,957 

1905-06 

6,52,20,255 

27,36.885 

1921-22 

. 34,40,98,381 

65,87,632 

1906-07 

6^52,75,380 

30,07.260 

1922-23 . 

. 41,34,65,362 

70,62,000 

1907-08 , 

. 7,50,77,410 

30,97,170 

1923-24 

39,69,64,296 

71,33,688 

1908-09 

7,24,83,960 

31.35.345 

1924-23 . 

.. 45,73,31,516 

77,12,290 

1909-10 

7,44,76,770 

32.61,425 

1923-26 R 

E 46,84,57,000 

82,80,000 

1910-11 . 

9,92,85,135 

35,93,490 

1926-27 B E 46,40,00,000 

85,85,000 

1911-12 , 

, 9,70,28,499 

37.60,700 





• The export duty on ]ute and tea, first levied m 1916. was doubled m 1917 


tThe charges for the collection of the 
of the foUwing — 

Collection charges at the chief ports 
Charges at other ports 
Cotton Excise establishment ... 
Assignments and compensations... 
Land Customs charges . 

Charges in England 


Customs revenue consisted in 1924-25 


Rs. 

61,65,135 
. . 5,21,904 

56,979 
6.04.275 
1,64,864 
... 1,99,113 


Total . . 71,12.290 
[Cgnt^mted on p. 2S? 
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The table below gives a detailed analysis of the total customs revenue 
of the Government of India. 



Article and duly 

Accounts 


Article and duty 

Amount 


Sea customs 

1924-25 


Sea customs 

1924-25 


Imports 

Rs 


Imports 

Rs 

Special ammumtion duty — 


20 

Cotton Excise 

2,17,66,893 

1 

Arms ammunition & mili- 


21 

Motor Spint Excise 

78,85,870 


tary stores 

8,64,114 

22 

Kerosine Excise 

98,39.446 

2 

Coal coke and patent fuel 

2,83.111 

23 

Duty @ 30 % — 


3 

Matches and match splints 

1.25,88.053 


Motor cars and cycles 

79,43,505 

4 

Liquors 

2,50,32,199 


Pneumatic rubber tyres & 


5 

Opium 

2.955 


tubes 

27,69,333 

- 6 

Mineral Oils 

1,43.38,916 


Silk piece-goods and manu- 


7 

Sugar 

5,76.90,152 


factures 

90,04,500 

8 

Tobacco 

1.73,72,072 


Other artiles 

98,58,878 

9 

Articles of food and drink 


24 

Special protective duty — 



(excluding sugar and vme- 



Iron and steel 

2,15,32,400 


gar) 

1,39,14,960 


Coal tubs 

1,44,074 

10 

Raw matenals 

63,87,976 


Railway track matenal 

9,00,720 

11. 

Manufactures — 



Locomotives 

9,790 


(ft) Cotton piece goods 

7.73.76.171 


Other articles 

1,15,956 


(6) ,, Yarn and thread 

51,40,983 

25 

Duty on Government stores- 

— 


(o) Other manufactures . 

8,31.78,639 


State Railway plant 

7,19,695 

12 

Machmery 

42.78,577 


Other stores 

53,08,808 

13 

Metals uron and steel 

84,11.602 

26 

Warehouse and Wharf- 


14 

Railway stock 

47,49,352 


rents 

55,006 

IS 

Other articles 

1,64,599 

27. Miscellaneous 

4,73,802 

16 

Export duty — 






{a) Hides and skins 

26.75,238 


Total gross customs 



(6) Jute 

3,75,63,920 


revenue 

49,10,87,823 


(c) Rice . .. 

1.23,97.306 


Less refunds 

3,35,56,307 


(d) Tea .. 

49,11,773 




17 

Government stores 

5,15,140 


Total customs rev enue 

45,75,31,516 

18 

Sea Customs Miscellane- 


Charges of collection 

77.12,290 


ous 

13,49,806 




19 

Land Customs 

20.84,026 


Total net customs revenue .. 

44.98,19,226 


VI.— Critique of the Indian Tariff Policy 

After the brief sketch of the evolution and present condition of the 
Indian tariff policy, we shall now proceed to discuss the basis of that policy. 
For a proper understanding of our criticism, the table in the foot-note on p. 288 
IS very instructive. It gives the principal imports mto the Indian market 
in four columns, being the qumquenUial averages of the pre-war and the war 
period, and the last year of the war 1918-19 and 1924-25, together with the 
a mount of revenue drawn from these sources for 1913-14 and 1918-19 

Concluded from p 286'] 

The eatahlishment charges take no account of the non effective charges of pensions, 
&C The present cost of collection works out at some 2%. while the corresponding charges 
in the excise revenue amount to 6% or more It may also be noted that certain excise 
receipts are also credited under the head of customs even after the abolition of the cotton 
excise duty in 1925 The income side includes warehouse and wharf rents (Rs 55,000) and 
miscellaneous dues (Rs 4,73,802), refunds amount to Rs. 3 33 crores, but do not include 
the import duty on salt. 



and 1924-25 The comparison is not quite free from objection in every 
respect, as the rise of prices materially aflfects the figure on the import side, 
while the changes in the tariffs made in 1916 and 1917 affect the revenue 
figures, Allowing, however, for these factors the figures are still instructive. 

Fiom the foregoing tables it would be clear that, with the exceptions 
of sugar and iron and steel goods specially protected m recent years, the 
Indian Tariff is mainly a revenue tariff. Import duties are levied chiefly on 
those articles which are either not produced at home m India, or which are 
‘ in the nature of luxury goods. But the theory of specially heavy taxation 
of luxury goods as evidencing greater ability to bear the burden is not carried 
out to its logical conclusion, especially in such uniform taxation as the 11% 
duty on all cotton goods irrespective of quality. Export duties are levied 
either because India has practically a producer’s monopoly of the taxed 
article (Jute), or because, though possessing no monopoly, the demand for the 
article is so great as to make the tax fall partly at least on our foreign 
customers Raw materials for industry, and the necessary mechanical aids 
and equipments are either admitted free or taxed very lightly. In such a 
system it would be impossible to look for any but the financial motives in 
the tax adjustment, the various classification and definitions in the tariff 
schedules being only for purposes of administrative convenience. Speaking) 
generally, we may say that under the latest estimates, the manufactured ' 
articles pay 60% of the total import duties, while non-mafactures pay 40%, 
It must be admitted that judging from the trade figures, the general policy, 
now prevailing for half a century has not proved so injurious to India as 


Pre-War 
Articles of Average 

Imports 1909-13-14 
Rs 

Cotton goods 48,40,85 
„ Yarn 3,77,18 
Sugar 13,16,58 

Iron and steel 11,17,45 
Railway Plant 
and Stock 6,10,94 

Machinery & 

Building 3,94,54 

Silk 2,12,73 

Chemicals 

Drugs &c 3,72,03 

Mineral oil 2,04,46 

Liquors 3,17,04 

Hardwares 

&c . 1,27,07 

Paper & Pasta 
, Board . 2,05,10 

Provisions 1,00,64 

Motor Cars tS: 

Cycles 

Tyres & Tubes 
Matches 


(In thousands of rupees) 

War 

Average 

1914-19 1918-19 1924-25 


Customs Revenue. 

1913 14 1918-19 1924 25 

xv=, Rs Rs Rs 

47,43,31 51,68,85 72,66,20 21.29,42.39 3,85,00,000 77,37,61.71 

4,94,79 8.86,68 9,66,31 for all ma- 1 66.50,030 5,14,09,83 

4,17,48 15,61.36 20,20,24 nufactures 1,76,50,000 57,69,01,52 

0^1 no 10 ,ia no 10 03 M tj. 25,50,000 29,94,40,02 


Rs 


Rs 


1,20,00,00 4,27,85,77 
9 00,46,00 


g'.ei’.OO 12'.44'.99 18’.93'.23 
3,48,19 5.85,24 14,74.97 

3,93,14 4,74,94 3,71.20 

3,42,25 4,21,96 2,08,83 ji.o'i.ri./tj 

4,02,30 3,51,32 8,35,11 7,24.89.41 12,000 14,33,89,16 

2,36,64 3,3,021 3,28,43 12,36,84,84 11,250 25,03,21,99 

2.79.47 3,22,83 4,69,69 metals, other manufacture 83,17,86,39 

1.96.48 2.72,07 3,05,47 silver 19,10,00,00 

Tobacco 


29.28.526 


3,21,42 

1,54,99 


Tobacco 17,37,20,72 
'1,75,000 7,94,35,05 

2 76,93,33 
12.58.80,23 


For a more detailed cntique of the Indian customs policy, see the present writer’s 
Trade, Tariffs and Transport m India 
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V/&Q once apprehended. There were, no doubt, strong and vahd objections 
to the changes m the tariff when they were introduced The Indian 
financial system was far too much strained by the famines and the Afghan 
war m 1878 to justify the Government in relinquishing an important source 
of revenue such as that contributed by the import duties on cotton. Besides, 
the allegation of the protective character of the Indian cotton duties was 
without foundation, as the Indian mills of that time were producing goods 
of much lower* quality, while the Lancashire mills were specialising in much 
higher counts. There could be no protection where there was no 
competition. Leaving aside altogether the constitutional objection to such 
changes being carried out by the Viceroy by the exercise of his extraordinary 
power of veto, as also the more remote question of the relative position of 
the Viceroy and the Secretary of State, we may admit that the first 
general remission was open to grave objections on purely economic grounds. 
In 1894, the objection was even more severe. The financial strain and 
uncertainties were greater m 1878-79. The Indian mills w ere particularly 
handicapped by the closure of the Indian Mint, and the consequent 
artificial rise in exchange. The pressure from Lancashire was, if anything, 
more openly selfish. The imposition of the excise duty to counteract the 
low import duties on cotton manufactures was more the outcome of 
commercial jealousy than a vindication of the free trade principles. But 
all these objections were essentially of a temporary character. They were 
no doubt fatal to the particular case against which they were urged. 
But they did not affect the mam question at issue between free trade 
and protection. The fact that the industry around which there was the 
greatest controversy has, notwithstanding the hadicap from a protectionist 
stand-point, made during the period a continuous progress supports the 
contention of those who believed that the conditions of free competition are 
the healthiest for industrial growth. \\ e have reason to believe t hat an 

* The Table below shows the growth of India s trade m merohandiBe only— exclud* 
mg treasure, 

(In orores of mpees) 

Quinquennial. 

Average Imports Exports 

1864-65 to 1868-69 31 70 55 86 Taking the period between 1874-1914 we find 

1869 70 to 1873-74 33 04 56 25 the Imports increasing from 3S 362 to 191 31 

1874 75 to 1878-79 38 36 60 32 or by 500%, while exports in the same penod 

1879-80 to 1883-84 50 16 79 08 rose from 60 32 to 239 01 or over 400%. 

1884-85 to 1888-89 61 51 88 64 The trade figures give no true indication of 

1889-90 to 1893-94 70 78 104 99 the countrj 3 wealth , but we may fairly 

1894-95 to 1898-99 73 67 107 53 judge the effects of the tariff policy from 

1899-00 to 1903-04 84 68 124 98 these figures. Durmg the same period the 

1913- 14 198 31 249 71 Customs Revenue increased from £2 678 

1914- 15 144 93 182 12 million to ,£7 758 million, or 380 per cent, 

1915- 16 138 17 199 45 In the last 12 years the revenue has m- 

1916- 17 160 24 247 31 creased much more rapidly , but the trade 

1917- 18 164 36 244 90 figures are vitiated by a disproportionate 

1918- 19 188 56 255 28 nse in prices The nse in the revenue is 

1919- 20 221 70 336 02 due to substantial increases m the rates of 

1920- 21 347 57 267 76 the duties charged for productive as well as 

1921- 22 282 59 248 65 protective purposes 

1922- 23 . 246 19 316 07 

1923- 24 237 18 363 37 

1924- 25 253 36 400 24 


37 





industry which withstood such competition must really be good and suitable. 
The Indian cotton mills are now producing superior cotton goods, which 
formerly they did not. 

The followmg figures show the growth of the cotton mill industry m 
India ; — 

Statistics regarding the Indian Cotton Mill Industry 

(in Thousands) 

S3 ^ m m g. Bales of Bales of Lbs Capital * 

Year. Spindles i g-g. Cotton yarn of engaged 

g S ,3 Cnsumed Produced Produced inRs. 

1900 . 193 4.946 40 161 1.453 1,284 9,80,64 

1901 . . 193 5,007 41 173 1.352 882 9,87,47 

1902 .. 192 5.007 42 181 1.765 1.432 11,96,50 

1903 . 192 5.043 44 181 1.739 1,440 12,57,74 

1904 . 191 5,118 45 185 1,744 1,444 13,80,44 

1905 , 197 5,163 50 195 1.879 1,446 15,87,46 

1906 .. 217 5,280 53 209 2,023 1.702 16,38,80 

1907 . 224 5,333 58 206 1.980 1,634 16,57,68 

1908 . . 241 5.756 68 221 1.991 1.596 18,90,52 

1909 . 259 6,053 77 237 2,109 1,642 19,23,64 

1910 .. 263 6,196 83 234 1,935 1,568 22,88,24 

1911 . 263 6,357 85 231 1,906 1,524 24,58,14 21,93,94 

1912 268 6,464 89 244 2,050 1,562 26,66,44 22,32,81 

1913 ... 272 6,597 94 254 2,096 1,721 28,54,71 21,50,22 

1914 271 6,779 104 260 2.143 1,707 27,43,88 21,42,96 

- 1915 . 272 6,849 108 265 2,103 1,630 27,70,06 21,98,79 

1916' , 266 6,840 110 274 2,198 1,806 35,22,54 22,24,04 

1917 263 6,739 115 277 2.198 1,702 37,77,28 23,87,66 

1918 . 262 6,654 116 282 2,086 1,651 38,14,04 27,69,82 

1919 . . 258 6,690 118 293 2,044 1,537 34,95,80 38.35,78 

1920- . 253 6,763 119 311 1.952 1,589 38,38,47 55,93,62 

1921 ... 257 6,871 124 332 2.120 1.650 36,74,82 65.05,50 

1922 .. 298 7,331 135 344 2,203 1,734 40,35,21 53,01,42 

1923 .. 333 7,928 145 347 2.151 1.765 40,52,54 60,98,61 

1924 .. 336 8,313 151 357 1,918 1,521 40,16,61 65,10,76 

1923 .. 337 8.511 154 J 368 2,226 1.798 45,86,93 

* The Figures for Capital are those of authorised capital, and relate to the official 
years ; the other figures are for the year ending June upto 1913, and thereafter the year 
ending August, as adopted by the Mill-Owners’ Association, Bombay. The actual paid up 
capital, at the end of 1924-25, was Rs 46.60,75,000 plus ;f380,48S, and a Debenture 
charge of Rs. 4,76,97,000 or over 51 crores of rupees At the commencement of the 
century, this figure, so far as it could be ascertained, and as given in the Decennial Report 
of the Moral and Matenal Progress of India, is ;^11 325 million or about 17 crores of 
rupees. 



These figures unfold a tale of steady progress, despite handicaps, which 
does not quite support the contention for an unprecedented depression in the 
industry, justifying special protective measures, with particular reference to 
one specified competitor. We do not overlook the effectiveness of the existing 
competition in every direction , nor do we desire to question the fundamental 
justice of a claim for protection of such an important industry, on which 
depends the livelihood of such a considerable proportion of our people. But, 
when every allowance is made for these, the fact will remain to be answered 
that the mill-owners have been rather too liberal in distributing the extra- 
ordinary profits of the war and postwar years, without making adequate 
provision against a rainy day. “Between 1905 and 1914, both years in- 
clusive, the mill industry paid an average dividend of 10 J per cent, on an 
average capital of 64 crores In 1915 to 1922, both years inclusive, they 
paid an average dividend of 53 per cent, on an average capital of 12i crores, 
and they paid away m the eight years ending 1922 a sum of over 50 crores 
m dividends.’’^ Besides, there is evidence of a certain watering of 
the capital, which also renders the criterion of success, vix. ability continuously 
to pay dividends to share holders at a high rate, impossible. Allegations 
have also been made with regard to the mode and the amount of the agents’ 
commissions, and a number of the middlemen’s charges, and secret advan- 
tages not going to the real proprietors of the industry, which have weakened 
considerably the case for protection to the Indian cotton industry. The 
only way in which such protection could be afforded mnocuously to the 
country at large, as well as to the public exchequer, is, as suggested below) 
by introducing the principle of progression in the general ad valorem 
tariff applying to the cotton manufactures, chargmg the piecegoods of higher 
counts at a much higher rate, and thereby permitting a better utilisation of 
Indian capital, labour, and raw material, than is possible under present condi- 
tions. Finally, the comparative position of the mills in all parts of India, 
contrasted with those m Bombay, and again with the best managed mills 
in the premier seat of that industry, makes it evident that, from the point of 
view of efficiency in production, there is room for improvement at least by fifty 
per cent,, without any increase m the capital engaged , for the best Bombay 
mill is productively about 30 per cent, better than the average Bombay mill, 
while the average Indian mill is about another 30 per cent behind the 
average in Bombay. If this deficiency in the mills all over India were made i 
up, India could spm and weave m her own mills at least 4 out of the 6 million ' 
bales of cotton she now produces, instead of the 2i million now spun and 
woven , and the prosperity of the industry would improve m proportion. 

The cotton industry of India has some advantages, such as good raw.- . 
material easily available, and relatively cheap labour. On the other hand, 
it has severe handicaps, not merely in the absence of sufficient skilled 
labour, but also in the intensive competition from countries with depreciated 
exchanges. The countervailing excise duty on Indian manufactures, also, 
was, while it lasted, a considerable handicap, though its rate was 3i%. The 

* Cp, the Labour Kepresentation to the Cotton Industry Tariff Board of 1926, 
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mill-owners also claim the burden of local as well as central taxation, on water, 
machinery, stores, raw material, and even profits, to be a heavy drawback ; 
while m comparison with their most formidable competitor, at least as the 
Bombay mill-owners view it, the labour legislation regarding the hours and 
conditions of work is, they believe, so. liberal that the industry is threatened 
m their opinion, with utter extinction Japan is pot, quantitatively speaking, 
a very formidable competitor Imports from Japan are scarcely 2Q%S>i those f 
from England. And if India ever aspires to spin and weave goods of the' 
highest counts, if she ever aims at supplying fully her own market from her own ' 
products, or working up the whole of her own raw material herself,- the most 
dangerous competitor will certainly not be Japan. Still Japanese, enterprise _is 
marvellous, and the freight and financial facilities to- Japanese traders m India 
are undoubtedly a great advantage to them Accordingly, the mill-owners 
have pressed for, and obtained m July 1926, a special Tariff Board to 
inquire into the prospects of their industry ; and it remains to be seen 
what that body has to say about the ways and means of propping up the 
Indian cotton industry In our judgment, however, the Government 
of India has ample scope for graduating progressively their import duties 
on cotton manufactures, till on goods of the higest class of luxuries as 
much as 50% or more could be charged by way of import duty, while goods 
of the lowest class may be admitted free or on a nominal rate say 2i%, 

In other directions, also, the policy cannot be summarily declared to 
have been ruinous to Indian industry and trade. It is true the. new inias- 
tnes, like those j)f iron and steel, hydro electric power supply, deaths manu- 
factures etc. have been only recently established Their war-time success was _ 
due to the artificial protection they received owing to the dislocation of similar 
industries elsewhere, and also to the freighV^ifficpties Nevertheless, they seem 
already to have attained a position m which they might confidently expect to 
supply the portion of the Indian demand that has fallen to their-share during 
the war. The Government of India were, however, advised by their Fiscal 
Commission of 1921-22, to adopt a policy of discriminating protection to 
suitable and promising industries, with special treatment to what- were 
described as the “ Jce.v ” industries of national security and prosperity. The 
commission was not for dropping entirely the claim of revenue m framing the 
customs schedules , but they suggested that in suitable cases revenue consi- 
derations may be combined with protective elements , and the Government 
have given effect to this suggestion m the case of sug 3 r_dnties The Indian 
^Fiscal Commission were emphatic in their condemnation of the counter- 
llvaihng cotton excise duties , but financial reasons did not permit the 
jiGovernment of India to abolish these until more than three years after the 
*Veport of the commission The steel industry has been treated by them as 
a “ key ” industry , and the first detailed inquiry, by a specially constituted 
Tariff Board was in that industry.* Instead, however, 'of giving protection 
by means of import duties, Government have preferred to give it by means of 

* Sea ft pamphlet by the present writer entitled Pfotect^on to Iron and Steel 

1924, 
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bounties each time for a definite, limited period, and by a special A.ct of the 
Legislature.* 

The fiscal policy maythus be said, not quite without any reason, to be 
a secondary factor in determining the industrial prospenty of India. But 
the strongest pleajsf the free trader in India is that of cheapness. Given the 
almost incredible poverty of the Indian people, the policy which claims 
cheapness to the consumer as its guiding maxim cannot but command a most 
respectful attention from every one who claims to have the interests of the 
masses at heart. It may be open to doubt if the Government of India were 
always genuinely desirous of keeping the interests of the masses exclusively 
before them, m all their vicissitudes m fiscal policy; hut it is certain that m the 
next generation, the popular or nationalist party m India, assuming India to 
become a self-governing democracy, will have to reckon with this arguoient.t 
The case for free trade in India is thus complete. We have, m the 
foregoing exposition, taken no account of the purely financial side oLthe 
question, though, it must be observed, that a source of revenue bringing in 
close mpon_5!l^rores a year cannot be w'holly abandoned bj the Goi ernment 
of India under any probable circumstance in the neai future 

• The present high prices are expected by many to be injurious to nev production 
started on calculations made on the basis of piesent prices when the inevitable depression 
sets in 'Whether or not there is such a regular cycle oi the trade depressions and booms, 
it may he said that, apart from currencj policies, the need of restoring the damage done 
by war and the gap left in the world production would for some time keep up the world 
prices The American war in the sixties closed m lt>64, and vet the trade depression did 
not assert itself till 1873, all over the world The last war has affected almost every 
iijiportant country , and the duration of high prices, other factors excluded, may quite 
possibly continue for anothei decade at least On the other hand, the exchange situation 
due to currency manipulation, is causing, and must continue to cause serious anxiety, and 
prevents that briskness of international trade v.hich alone can keep up prices Countries 
like the USA and India, have much to export, but not so much to import, unless they 
are well paid and properly In the absence of anv satisfactory system of international 
credit, the revival of industry in the mined regions will be exceedingly difhcult The Brus- 
sels Conference gave rise to the .Jgj;_JvIeulen scheme- which has not yet been universally 
adopted Meanwhile, depression has set in in the United Kingdom with ita inevitable se 
quence of unemployment Business stagnation has been kept off in India if at all, by the 
activities of a few high placed, hardy speculators. • ‘ « 

This forecast in the first edition of this work seems to have been substantially borne out 
by the events of the eight years since the signing of the Armu>tice Prices are still much higher 
than m pre war days, though a certain degree of decline from the peak prices of 1920-21 has 
no doubt taken place Currency policies are in the process of hardening and economic 
reconstruction either already accomplished, or m the process of accomplishment The 
employment of all productive energy of humanity at large does not vet appear to be on the 
most approved lines , and there is still a great deal of avoidable wastage, winch augurs not 
at air happily for our future prosperity 

t Speaking on a motion for the abolition of the countervailing excise duty on Indian 
cotton in the Imperial Legislature Council on the 9th of March 1911, tlie late Mr G K 
Gokhale expressed himself on the general question of free trade vs protection m India 
as follows —"But, Sir, situated as India 13, I fear there is no likelihood of that kind of 
protection being available to us, and it Is my deliberate conviction that, in our 
present circumstances, a policy of free trade reasonably applied is after all the’ 
safest for us Until at any rate we giow so in our influence and our position in this 
Council that the Government will think it necessary to accept and act on our views, I really 
think that on the whole a policy of free trade reasonably applied is the safest policy for this 
country, otherwise influential interests, influential combinations, influential parties m England, 
who can have a ready access to the Secretary of State, w ill not fail to take the fullest 
advantage of the situation , and this huge engine of protection which a vast pon er can 
employ will be employed, not particularly in the interests of the people of India but in the 
interests of those parties ” The present Indian non official attitude on the question of Imper- 
ial Preference reflects, from bitter experience, the same distmst-of English selfishness, 
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This, however, is only one side of the case. The advocate of protection 
to Indian industries does not deny the growth of Indian trade and 
industry under the regime of free tiade.- He only maintains that the 
charactei of our foreign trade would have been different, and the growth of - 
industry more diversified and much earlier, had scientific piotection been ' 
applied to Indian industry at a much earlier date. The diversity of climatic 
conditions, the richness of physical resomces, the abundance of labour, make 
It absurd to dogmatise empirically about the unsuitability of an industry in 
this countrj'. The protectionist believes that, thanks to the prevailing 
policy, our resources are yet unknown, our capital unattracted, our labour 
force untrained, unintelligent, irregular and inefficient.’^ The difficulties, 
therefore, which Indian enterprise meets with whenever it pioneers new in- 
dustry, must necessarily be immense, though temporary- And it is only to 
overcome these temporary difficulties that proper protection to nascent 
industries is desirable. On a prion grounds, there is no reason to apprehend 
any disastrous effects m a policy of sustained, scientific protection merely 
owing to a rise in prices, since the difficulties caused by that force will be 
counteracted by a more varied employment with better wages. t There may, 
indeed, be a temporary divergence between wages and prices, and a corres- 
ponding misery of the working classes. But the watchful might of the state 
in a government resting on popular support might be trusted to see that the 
benefit of protection is not exclusively reaped by the capitalist class alone. 
Industries may have to be regulated and prices controlled to avoid the risks 
which may possibly arise from a policy of intensive protection. Entirely 
new industries may even be found profitable to be conducted by the public 
agsncy-t And if these palliatives do not suffice to overcome the temporary 

* In his financial speech for 1878-79 the veteran free-trader, Sir J Strachey, ob- 
served ‘'India by the extent and favourable conditions of its territory is cap- 
able of producing almost every article required for the use of man” To him, 
however, this vas an additional reason for freedom of trade ” Here then is a country, 
which, both from its poverty, the primitive and the monotonous character of its industnal 
life, and the peculiar character of its political condition seems to require from its government, 
before all things, the most economical treatment of its resources, and, therefore the 
greatest possible freedom in its foreign exchanges" He felt for the poor Indian in the 
increased expenditure involved m buying dutiable cotton cloth, but did not feel that his 
poverty was progressively intensifying owing to the want of diversity m employment He 
felt that the annual dram of 20 million pounds required the maintenance of a trade balance 
m favour of India, but did not see that the exported raw material, which came back in the 
shape of manufactured goods, cost the Indian consumer all the profits of the manufacturer 
and the carrier, which might have well remained in the country He instituted a Famine 
Insurance Fund, which was not kept up, but did not consider the only effective insurance 
that the diversity of occupation aflords The basic rationale of this ofiBcial attitude seems 
not to have changed even now , for the Fiscal Commission of 1921-2 lay it down, m para 
102 of their Report “Not only in our view are their strong objections as a rule to 
granting tariff protection to new industries, but the grant of such protection is really 
unnecessary” One should have thought it is just the new industries which need such 
protection most 

t The rise in prices is not necessarily eqnalto, or even explained by, the import duties 
alone Thus the price of cotton manufactures increased between 1913-19 from 8 annas to 
Rs 1-3-6 or 13S% and 150% m the case of cloth, though the change in duty was only 
3i% Even m spite of falling exchange (l00%) of 1920 there was no great change m 
prices 

} The Indian Government is not a stranger to the conduct of great mdustnes, e g , 
the laSways and opium For fuller treatment, see the present writer's Trade, Tariffs and 
Transport in India, Part HI. ' n 
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hardship of protection, it may frankly be admitted as a necessary cost for 
the industrial education of the country. Gifted as India is by nature, she 
can afford to defy the bogie of retaliation, as there is hardly anything she can- 
not produce herself, at least to supply her own domestic market. And that 
market is so vast that for an industry with any chance of existence there 
would be no fear of a dead failure, even if the industry has to be confined 
to the Indian market On a general review, therefore, of the most impor- 
tant factors affecting the customs policy of India, we cannot help concluding 
that there is at least as much to be said for the policy of protection as for 
that of free trade in India. 

Considenng, next, the possibilities of an intensive development 
of modem large scale industry in this country, which is chiefly represented 
to-day by cotton and jute, we find that more than of the total cotton produced 
in the country, and over 50% of jute is exported. If it be assumed that all 
our own raw material, which is now exported, should at least be manu- 
factured in the country, we would find that there is considerable room for 
expansion in these two staple industries alone. The total value of this 
cotton, if manufactured in India, ought to exceed Rs.JOO crores The most 
effective means of assuring the full supply of raw materials to the Indian 
mflis IS a tax on the export of these materials t If, in addition, there is high 

* This argument pressed to its logical conclusion suggests the economic heresy of 
a reversion to the old ideal of self-suflSciency Without going all the length of that 
pnnoiple, vie may yet urge the above for what it is worth against the bogie of retaliation in 
a tariff war See the Minute of Sir E Law, the then Finance Minister, to the Govern- 
ment of India's despatch of October 1903, particularly para 136, which says — 

“136 Before attempting to draw any conclusions from the above examination 
of such facts as can be ascertained, 1 must once more insist that information 
at our disposal for a correct appreciation of all the numerous points miolved 
in the question under consideration is msufScient It requires to be supple 
mented by inquiries as to the uses to which Indian produce is put when 
received in foreign markets , and without such full information in this respect 
as could only be obtamed by local inquiries in the different countries concern- 
ed, we cannot say with certainty how far, in case of a tariff war, each individual 
country could afford to assume an aggressive attitude, hampering the supply of 
raw materials required for its industry At the same lime I feel sufficiently con- 
fident that with the great majority of countnes with which we trade, and as 
regards the very great bulk of oar exports of raw materials, we are not only m 
a safe position, but we could even afford, m certain instances, ourselves to 
assume an aggressive attitude by going so far as to impose duties on the export- 
ation of produce they require for their industry This is not the case with 
every country, or by any means with regard to all classes of produce -exported, 
and with possible exceptions in the case of Russia. Austria, Germany, and 
Belgium, it seems to me to bemore in Indian interests to leav e matters as they 
are, than to embark on a new fiscal policy, unless indeed, by its adoption very 
great advantages could be obtained by preferential discrimmation in favour of 
exports to the Umted Kingdom and British colonies and possessions ■' 
t Cp paras 176-7 of the Fiscal Commission Report The arguments against an 
export duty are much too clear to be ignored But they apply more to the export of 
foodstuffs than to the export of raw materials for industrv, especially when the 
export of these precludes the fullest possible development of manufacturing industries 
dependent upon them That such taxation might quite possibly result in the conservation 
of the resources of industry is evident from the fact that the British Government 
Committee, appointed to consider the problem of post-war industrial and commercial 
policy, seriously made such a suggestion involving a scheme of Imperial Preference 
for raw materials Between the two alternatives of a prohibition of exports, or exports under 
a system of licenses, and export duties, the latter is sure to be preferred in India by Indian 
public opinion, since while under the former there would alw'ays be a suspicion of partiality 

[CoKimued on p. 29S, 
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duty on the manufactures imported, India ought to be able to supply her own 
market in cotton, and obtain the bulk of the world tiade in jute. The 
extension of the two industries brought about by such means would sufficiently 
increase employment, and aid wages, to render the probable increase in the 
prices of the manufactured commodity relatively unimportant The only 
danger from such a policy of taxing the exports of raw materials would be 
its injurious effects on the cultivator, and possibly the diminution in the 
supply of these materials But cultivation of these crops has gone too far for 
a duty of 10% to 20% to affect substantially the out-put At the worst} 
we would have to evolve some means of price guarantee which would , 
prevent the cultivator being injuriously affected 

Our mineral resources in respect of coal, iron and other ores are yet 
not fully known or understood. The great imports of iron and steel goods, 
including machinery, cannot quite advisably be taxed very high until we are 
assured of a sufficient total supply of the necessary raw material. But the 
possibilities of these industries hinted at m the Industrial Commission 
Reportt would not allow us to ignore the claims of all metallurgical and 
mineral industries to protection. They are the “key” industries which every 
nation must strain every nerve to establish within the country. We think 
the best form of protection to these industries would be a certain assurance 
of market, c g., by means of government purchases up to a specihed quantity, 
and at a slightly higher price.! 
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to the members of the empire to the prejudice of the Indian producer, under the latter, 
competition would not permit any such suspicion Besides, a growiilg proportion of our 
cotton and jute exports is to non-British countries The duty, therefore, would be paid by 
those countries In the case of jute, there can be no doubt of the financial wisdom of an 
export duty, both on manufactures and raw material, as the experience of the last 10 years 
shows A doubling of the present duty would probably add to the levenues about five orores 
or more until a commercially good substitute for jute has been discovered 

But this IS largely a financial argument, winch oveilooks the impression It would 
ordinarily make upon the agricultural or producing interest The growth of deinociatio 
institutions in India mil necessarily make the agriculturist's point of view most attended to 
And the agticultunst is sure to be suspicious of suggestions like this It does not seem likely 
that any proposal for an export duty on cotton will be accepted by the Indian legislature, 
though the case of jute is different 

* The case of an export duty on cotton is not quite so simple, or strong, as that of 
jute Out of a total average annual production of 25 million bales, the United States of 
America produce 15 nuUions, and India produces 6 millions, roughly speaking But the 
domestic consumption of the United States of America has increased from 33% of their 
crop in 1S90-5 to nearly 60% of their crop now There is, therefore, bound to be a steady 
demand for the Indian cotton The greatest consumer of this cotton is Japan 75 % of our j 
total export of raw materials is generally consigned to Japan As Japan is specialising in i 
cotton which is probably an Indian monopoly for all practical purposes as far as Japan is ' 
concerned, there is reason to believe that the export duty of 10% or so will fall, in part 
at least, on the foreign consumer 

Price guarantee for the benefit of the raw material producer would be difficult, unless 
Government undertakes a system of wholesale manufacture, or encourages co-operative 
enterprise to take up large scale manufacture 

t See Industrial Commission Report, paras 55-59 

J Since the first edition of this work, and following the recommendations of the 
Piscal Commission as well as a specially instituted Tariff Board, the Government of India 
have accepted the obligation of a special protecUonof this Industry But they have chosen to 

g ve this protection in the form of bounties to the one concern which is engaged in themanu- 
cture of steel The policy of bounty would be all but impracticable, if there were 
competing concerns within the country , and the presence of active internal competition can 
alone eventually avoid or reduce the cost to the consumer, which is such a strong argument 



The case for the protection of the sugar industry stands on a different 
footing. The imports into India, notwithstanding the very high extent of the 
area occupied by the sugar cane crop, have been stimulated by foreign govern- 
ments by bounties on sugar, as well as by the backwardness of the sugar 
industry m India. We would, therefore, suggest that the present duty on 
imported sugar be doubled, and the domestic sugar industiy should be en- 
couraged by every means possible 

But the strongest case of government intervention and protection is 
perhaps m the case of forests, and the industries connected with or 
dependent upon them The imports of timber and wood, rubber gums and 
resins, paper and paste board amounted to nearly 7 crores in the last yeat) 
for which figures are available There is every reason to believe that our 
Indian forests are capable of yielding all this material and more. A systema- 
tic investigation of our resources m this respect and their exploitation would ' 
be hastened by the imposition of a 20% duty on these and cognate articles 
of import.t 

The same may also be said of hides and skins. We import about 20 lakhs 
worth of raw and dressed hides and skins, against which we export 14 crores 
worth of hides and skins raw as well as dressed. This suggests considerable 
scope for our boot and shoe, saddlery and leather trades. An export duty on 
hides and skins (raw) of 10%, or even 20%, coupled with a 25% import duty on 
all saddlery, boots and shoes and leather goods, will bring about the ideal to be 
aimed at, that we should manufacture fully at least our own raw material, and 
be able to supply from our own manufacture at least our own local demand. 
Raw hides would, of course, be exempted from taxation On import. 

Of oil-seeds we export about 33 crores out of a total crop of about 
40 crores. The oil pressing industry would benefit, and the manufacture of 
oils increase in proportion, if, by an export duty of 20% on the oil -seeds, the 
material is assured for the home market. We need not suggest the same 
course with regard to gram crops, as, in their case, Mr Dutta’s arguments 
against the export duties will apply in full force.! 

” Sa.ys the Industrial Commtssion, 89 " Tlie universal adoption of power 

plants foi cane crushing would cost about 30 crores of rupees This expenditure would be 
justified by the consequent i eduction of the present cost of cane crushing and by the 
increased yield of sugai ” Another 50 crores Is estimated by the same authouty as necessary 
outlay for water lifting appaiatus to supply adequate water to sugarcane The total cost of 
SO crores at 5% w'ould mean a burden of 4 ciores.—more than set ofi by the increase m 
customs dues, and income tax as suggested elsewhere The sugar duty alone has, suioe the 
above was written, been more than doubled, but the Indian sugai industry has not giown in 
a like proportion 

t The Indian forests and the connected industries, including paper-making, would 
mean an additional capital demand of Es 50 croies, or 75 ciores including foiests communi- 
cations and wood distillation See the Cbaptei on Forests 

f In his report (1913) on the enquiry into the recent rise of puces in India, Mr K L. 
Dutta thus speaks of the export duties on food stuffs "A study of these figures shows that 
the percentage of eiports to the total production is ordinarily very small, and that in years 
of famine, it dwindles to a still smaller figure indeed Thus in 1897-98 it was 86, in 1900-01, 
and m 1908-09 it was 1 01, while m exceptionally favourable years it does not rise much 
above 4% It was only m two years out of the long peiiod from 1891-92 to 1911 12, that the 
food supply in India actually fell short of requirements, and had to be supplemented by im- 
porting more from outside than was exported from out of the country This was piobably 



Summing up the changes proposed here, it will be noticed that the 
financial aspects are by no means discouraging, as the changes proposed are 
not so high as to stop the trade in the taxed articles altogether. The total 
net revenue from customs would be raised, if all these changes are given effect 
to, to Rs 50 crores at least, and possibly to 55 or even 60 crores The duties 
on the export of raw materials would have to be reduced m proportion as the 
local manufacture develops and absorbs more and more of the local material. 
The full development of these manufactures would, judging from the present 
conditions, be more than sufficient for the Indian markets. But the indus- 
tries thus developed will not starve for want of market, as there are immense 
possibilities for the expansion of inland trade and that with the neighbour- 
ing countries of Africa and Asia The only difficulty in such a programme 
would be the absence of capital. It was once calculated that at least 600 
crores of new capital mvestment* would be necessary to bring up the develop- 
ment of our industries, commerce, and communications to the desired level. 
If this capital could be obtamed and applied properly, there would be no 
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the effect of the e^iport of a considerable quantity of the finer kinds of food grams to the 
immense benefit of the producers Requirements o£ those who could not afford the finer 
stufis were met m their interests by the import of cheaper kinds of grams from Burma 
and other countries " His whole argument supports the case of no export duties on 
foodstuffs , the relatively small proportion of exports to total production, the possibility of 
favourable exchange, the steadying influence of exports on price levels, the encouragement 
to production, and tlie creation of a reserve— all applied to food grams, and not to the raw 
material for which we have proposed export duties above, 

•This calculation was made m my University Extension Lectures on Indian 
Industries and Commerce (1919) 'The basis of the calculation was briefly this — 
Emding out the actual capital invested in an industry, the number of mills, factories or 
establishments m that industry, the work turned out, and the possibilities of extensions 
Dividing one ( capital ) by two ( factories ) we get the average capital per 
factory , multiplying this average by possibility of extension, we get the total 
capital that may be required m that industry By 
this calculation I found the marginally noted capital 
needs m the chief directions m which extension is 
possible The six hundred crores required by industry, 
or 1,000 crores m all including additional capital needed 
by agriculture and commerce combined, should not be left 
to be provided by private enterprise, but should be 
obtained on the credit of the Government, and worked 
on co-operative principle by associations of producers 
of raw materials, or, as m the case of big railway projects 
or ship-bmldmg enterpnse, where associations of workers 
cannot quite be expected to work themselves on the 
collective principle, directed by the Government It would 
be a grave mistake, which would mtensify the nascent 
industnal unrest m India, if the Government leaves even 
new industries like ship-biuldmg to private capitalists. 


Jute, . 20 

Silt . , 10 „ 

Rubber, paper, wood 
distillation, cabinet 
making, timber, tea 75 crores 
Mmeral iron, zinc, 


copper, coal . . 50 ,, 

Power . 25 ,, 

Banks & Insurance. 50 ,, 

Roads . . 50 

Ship buildmg .200 „ 

Canals . . ..50 ., 

Total .. 600 crores 
Agncultural land im- 
provement . . 300 ,, 


From the recent formation of companies for industrial purposes m the country, and 
lootteg at the bare figures of subscriptions to unproductive Government loans, one might 
almost Say that the necessary capital is forthcoming But there is senous reason to fear 
that the floatations of 1919-20 are not all genume and will not all prove profitable, 
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difficulty m accomplishing the industrial development to the full extent that, 
•with our present knowledge, the country seems ripe or suitable for. ' 

VII.— Imperial Preference in India 

The only remaining problem that must be examined in this brief sketch 
of the Indian customs policy is the recent proposal for a scheme of Imperial 
Preference. Ever since the famous Co«i> de Theatre by the late Mr. Joseph 
Chamberlain in the summer of 1903, a growing school of English politicians, 
warned by the rapid strides of Germany and the U. S. A. in industrial 
j development, has preached a modification of the fashionable doctrine of 
i universal free trade If the idea of complete freedom of trade cannot be 
achieved owing to the fiscal policy adopted by most countries in the world, 
the English statesmen of this school thought that they could at least have 
freedom of trade within the empire , or, since the self-governing colonies 
could not admit of absolute freedom, such a co-operative, sympathetic 
manipulation of the tariff m all the parts of the British Empire, as would 
bring the trade rivals of England to heel within a short time by the exertion 
of powerful economic measures Alternatively, they thought of making 
the British Empire, as far as may be, self-sufficient. This school was for a 
while discredited owing to other more urgent problems at home. But the 
last war has created new incentives. The memory of war hates still conti- 
nues. And it is an open secret that the old allies would like to exclude 
Germany, if they can, from the world trade The allies, as much as 
Germany, need the raw material to renew their old industries. The allies, 
as much as Germany, need to make good the wastage of war, to reconstruct 
their diverted or depreciated plant, to rehabilitate altogether their industry. 
The supplies of raw material are limited, as also the markets for European 
manufactures. Under these circumstances, we need not be surprised if wa 
find a keen desire for reserving to oneself and one’s friends such supplies as 
are within one’s control Hence the recrudescence of the new idea of Im- 


• The general customs policy of the Government of India may now be taken to be 
represented by the following resolution of the Indian Legislative Assembly, of February, 
1923 “This Assembly recommends to the Governor General in Council (A) that he 
accepts in principle the proposition that the Fiscal Policy of the Government of India may 
legitimately be directed towards fostering the development of industries in India (B) That 
in the application of the above principle of protection, regard must be had to the financial 
needs of the country, and to the present dependence of the Government of India on import, 
export and excise duties for a large part of its revenue (C) That the principle should be 
applied with discrimination with due regard to the well being of the community and the 
safe-guards suggested in paiagiaph 97 of the Report of the Fiscal Commission (D) That in 
order that effect may be given to these recommendations, a Tariff Board should be 
constituted for a period not exceeding one year m the fiist instance That such Tariff 
Boaid should be purely an investigating and advisory body, and should consist of not more 
than three members, one of whom should be a Government official, but with powei, subject 
to the approval of the Government of India, to co opt members for paiticular inquiries ” 

In the actual appointment of the Tariff Boards, since instituted, Government seem 
to have departed materially from the spirit of this resolution for they have set up a special 
tariff board for each industry investigated and not one general statutoiy body, as seems to 
have been intended by this resolution The Fiscal Policy, as a whole cannot also be said 
to have been scientifically formulated and crystallised in anything like tlie manner the 
German or the American model suggests See the present wiitei's Tiada, Tariffs and 
Tians^ort tn India, for a comprehensive Tariff Reform Scheme. 
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penal Preference, which, however, cannot materialise m the British Empire, 
except with the consent of the component parts, or at least of such of them 
as enjoy fiscal autonomy. 

No definite scheme of Imperial Preference has yet been evolved. 
We can, therefore, discuss the question only m the abstract Speaking 
generallj', the interests involved in any proposal for Imperial Preference 
within the limits of the British Empire are likely to be so antagonistic as to 
render any uniform manipulation of the imperial tariffs almost impossible. 
The consciousness of a divergence of interests, the suspicion, not quite with-' 
out foundation, of ulterioi motives, the growing strength of local patriotism} 
— will all combine to aid the self-governing dominions in offering a stiff 
resistance to any likely scheme of preference And the opposition would be 
all the greater if the problem is to be considered from the allied, and not from 
the merely British ‘‘Imperial standpoint Australia has no desire to see her 
markets invaded by Japan, any more than India has. The rivalry of Japan 
and the overwhelming might of the United States are far more to be 
dreaded in the next generation by those members of the British Empire, who 
by their situation, or by present trade connections, are likely to be exposed 
most to such competition than any fears of competition from a demoralised 
and crippled Germany. 

The problem of Imperial Preference seems thus to be of little more than 
academical interest, but for the recent significant changes in the customs 
policy of the United Kingdom, and the pronouncement of her leading states* 
men. The issue may at any time become a real, living, burning controversy. 
We would not, therefore, be importing any irrelevant discussion into our 
thesis if we briefly glance at the possibilities of Imperial Preference as 
applied to India — particularly as there have been considerable discussions on 
the subject in the Indian Imperial Legislative Council ’’’ 

The history of Imperial Preference m this country may be said to date 
from 1903, when the then Secretary of State requested the Government of 
India to consider the question The views of the Government of India, 
embodied in their despatch of the 22nd October 1903, were necessarily 
a little vague, since they had no definite scheme before them on which 
to pronounce They were nnanimons m finding the proposals for 
Imperial Preference in India unsuitable to this country The trade of 

* The Indian Government made a first attempt at Impenal Preference in 1919, in 
respect of hides and skins and dye stuffs High duties were imposed on the imports of 
those articles in the first instance, but a rebate was to be allowed if it could be shown 
_ that the imports were from the British Empire This leally amounted to a bounty to the 
British dealers in those goods at the expense of India The dye stuffs, for example 
imported from Germany bj British merchants into England in the first instance and then 
re-exported to India gave a clear bounty of 10% to the English merchant Thera 
has recently been further discussion (February 1920) of the general problem with a view 
to investigate the possibilities of a comprehensive scheme of Imperial Preference strongly 
opposed by the non-official Indian inembeis of the council The Indian Fiscal Commission 
found a majonty of the witnesses appearing before them hostile to any idea of Impenal 
Preference in India (Cp para 240. Majonty Report) And yet they were themselves 
(Helmed to favour the proposals 
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India, they urged, was so distributed as to be in very great proportion 


Empire, and a relatively small proportion 


— — 1 — : — ^ Allowing for the necessary modification of 

E:xport3 Amount P C ^ ^ 1 . r ^ ^ 

— — — these figures, owing to the fact that a 

To U K , , 21 ,i4ooo 25 6% exports to Hongkong and 

To other parts of ' ’ ° the Straits — included under other British 

To^foreignm^*'" 4^694:000 53 0% possessions-was eventually meant for 

■ — China and Japan, the total of our export 

trade with foreign countries would amount to 61% of our entire export trade. 
Any scheme of Imperial Preference, which allows India to tax all 
imports, primarily with a view to afford an irreducible minimum of protec- 
tion to her own likely industries against all comers, and incidentally 
with a preference to those obtained from the British Empire, would 
be objected to by the British manufacturers. ‘ And without such 
a permission, the Indian people would entertain very great suspicions 
of the bona fides of any scheme of Imperial Preference. The situation has, 
no doubt, altered during the intervening period, but the alterations 

have only ended in intensifying the old factors. Our imports still are 
fnamly manufactures, which, ther e is every reason to believe, India can, 
Imports 1918-19 A mount P C given suitable conditions, develop at 

1 home. Our exports consist largely even 

FromBnpsh 51.338,000 46% ^qw of raw materials and food stuffs, 

possessions 13,320,000 12% which it IS the interest of the countries, 

we export them, to receive with- 

—x- hindrance In the period 

To British possessions 40,057,000 24% war, the bulk of Indian exports 

To foreign countries were received by countries with the most 

with modifications 80,899.000 53% x x . x . , , 

• intense protectionist policy either free or 

charged only revenue duties tven, as in cotton, where India does not 
enjoy a producers’ monopoly, the condition of production as well as the 
world demand of such commodities are so favourable to India, that she can, 
scarcely expect any beneficent change in her volume or direction of trade, by| 
bemg a party to a scheme of Imperial Preference, which would require her] 
to discriminate as between her customers, not on the economic grounds of 
her own material interests, but on some specious political considerations which 
might be foisted upon her Government. And if the policy of Impel lal Pre- 

* The net result is that Indian expoits to a value exceeding 38 millions sterling, and " 
approximating to one half of the entire volume of our export tiade, are admitted free of 

subject to relatively moderate dunes, or, asm the United Kingdom, to duties imposedfor 
puiely levenue purposes, and with no attempt to difieientiate against us" (para 8 of the 

Fnd^aS India despatch of October ly03) This was quite properly ascribed by the 


,enue purposes, and with no attempt to difleientiate again 
snt of India despatch of October ly03) This was quite ] 
svernment “ to the natuie of the bulk of exports, which c 
iterials which are an object of importance, Ilf not of iieci 
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ferenca is to be modified in the interests of the allies, the loss to India, ^—who 
finds Japan a dangerously growing rival even in the Indian market and much 
more so m the Chinese,— would be too clear to require further demonstration."''' 
There is, moreover, nothing m which India can bargain with the other mem- 
bers of the Empire. England will m all probability insist upon free imports of 
the foodstuffs and the raw materials required for her population and indus- 
tries in any scheme of Imperial Preference, which would give the Indian pro-j 
ducei no advantage. But even supposing a preferential treatment is given 
in the English market, the only exports to benefit at all would be tea or 
wheat. These have, as it is, an already assured market , and for them, 
therefore, no additional preference is desired, unless simultaneously India is 
set at liberty to tax the imported manufactures sufficiently high to give her 
own manufactures an appreciable advantage. 

The Government of India feared in 1903 that any acceptance of the 
genera] principle of Imperial Pieference might result m the Indian fiscal 
policy being manipulated m not Indian, but anti Indian interests, In the 
years that have since elapsed, there have occurred no events to remove this 
apprehension. It is, generally speaking, unsound to introduce political 
considerations m this economic problem But as Imperial Preference is 
itself a child of political pressure, there can be no objection in mentioning 
the fact of anti-Indian feeling and legislation in the chief British Dominions, 
So long as this kind of invidious and oppressive treatment is specially meted 
out to Indians in the leading British colonies, it would be unreasonable to expect 
any Indian statesman to accept or agree to the principle of Imperial Pre- 
ference. t On the contrary, the new self-governmg India would surprise the 


’Imports and Exports fiom Japan and U S A have grown These figures tell 
their own tale without any need of comment The capture of Indian market by Japan and 
our exclusion from China by Japan is made only too painfully evident by a further analysis 
of these figures. 


(The Figures are m thousands of rupees) 
JAPAN UNITED STATES. 


Year. Imports 

1911- 12 . . 3,47,75 

1912- 13 . 4 06,67 

1913- 14 .. 4.78,02 

1914- 15 4.44,96 

1915- 16 .. 7,49,67 

1916- 17 . 13,33,32 

1917- 18 18,26,30 

1918- 19 33,52,28 

1919- 20 , . 19,15,26 

1920- 21 . 26,43.01 

1921- 22 13,57,96 

1922- 23 14,42,23 

1923- 24 .. 13.81,83 

1924- 25 .. 12,12.07 


Exports Imports E- ports. 

16.72.92 5,29,09 15,59,07 

18.70.92 5,20,31 18,79,00 

22,67,38 4,79,94 21,77,83 

15,65.34 4,67 99 17,34,25 

18.40.66 7,87,11 21,14,73 

28,13,37 10,95,58 31,19,93 

34,09,94 11,81,38 30,46,09 

29.14.67 16,14,86 33,06,51 

46,26,63 25,26,74 48,62,12 

24 15,97 35,29.79 34,74,16 

38,09,00 21,60,85 24,90,50 

40,19,90 13,17,97 34,32,77 

50,16,43 12,83,35 33,46,58 

55,14,54 14,07,03 34,23,11 


tThe anti-lndian feeling and legislation in British Colonies like South Africa 
haxe not ended m spue of the war or the services rendered by Indian troops during the war 
The latest manifestation was the action of the South African Government in modifying the 
law relating to acquisition or holding of property by Indians in the colony It was, if 
anything, more intensely anti-Indian than any such legislation before the war, 
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^orld, if It does not start an active policy of efifective retaliation against these 
colonies as the first evidence of the birth of true self-government in India. * 

The only effective reason which_ restrained the strong European nations 
in their tariff wars in the last generation was a wholesome dread of retali- 
ation But we in India, as Sir E. Law showed in his minute to the Govern- 
ment of India's despatch of October 1903, on the tariff question, need not fear 
by any such retaliation t We possess more than ample resources of raw,' 
material, immense labour supplies and still untried power resources. Even ' 
capital, if only it is sought in the right direction and assured against unmerit- 
ed failure, would be forthcoming from amongst Indian resources in the 
necessary quantities. There is no country in the world so able to defy re- 
taliation, so likely to be self-sufficient, if required, as India. Tariff discrimi- 
nation by foreigners, therefore, need not be feared by India, if she is able 
to develop her own mdustnes herself. 

One argument against Imperial Preference, to which the despatch 
of the Government of India above referred to necessarily gave great 
prominence, has slightly altered in its bear mg in the interval. They feared 
the effects of Imperial Preference on our exports owing to a possible retali- 


' Says the Report on Constitutional Reforms (1918) " Aftei the war the need for 

industrial development would be all the greater, unless India Is to become a mere dumping 
ground for the manufactures of foreign nations, which will then be competing all the more 
keenly for markets on which their political strength so perceptibly depends " (para 330 
p 212) Again " Connected intimately with the matter of Industries Is the question of 
Indian Tarifi .. The changes which we propose will still leave the settlement of India’s 
Tariff in the hands of a Government amenable to Parliament and the Secretary of Slate, 
but inasmuch as the Tariff rests on many matters which will henceforth come more 
and more under Indian control, we think it well that we should put forward for the infor- 
mation of His Majesty's Government the views of educated Indians upon this subject,” 
(para 341, page 215 ) 

t" 139 The situation appears to me to be this, that Indlacould probably give without 
serious danger some small preference on her present low tariff rates on imports from other 
parts of the Empire , but she has little to gain by so doing, and would incur a risk of difi- 
culties with her foreign customers in proportion to the extent of preference given In a 
system of inter-imperial preference, and to the rates of tariff on which it was given If wa 
were to raise our average tariff rates to, say, 10%, (which 1 would not In any case recom- 
mend) so as to give an appreciable preference of 20 or 30% to our imperial relations, such 
a difference might so affect our import trade with our foreign customers for exports, 
that they would necessarily consider the advisability of retaliation, and we might be landed 
in a series of tariff wars the results of which we cannot foresee with certainty On the 
other hand, such very small preference as might probably be given with fair prospects of 
safety, on generally low tariff rates, would hardly be likely to afford suoh advantage to 
British manufacturers as would prove of material benefit to their Interests 

140 Two important points must, however, be bofne in mind In considering the 
whole question first that most of the foreign Countries which would be likely to resent 
the introduction of an inter-imperial preferential tariff are Interested both In obtaining, 
our raw materials and in supplying us with their manufactures , and that this situation gives 
Us a double weapon to use against them if necessary , second, that the percentage of profits 
on manufactured goods is as a rule considerable, and consequently trade In many manu- 
factured articles might not suffer appreciably from a small percentage of the Cost of pro- 
duction of raw material and produce a serious Check on importation, unless the Supply of 
Such commodity were necessary for important industries, and were so limited as to pMtake 
of the nature of a monopoly 1 have already shown that a large proportion of Indian 
exports, consisting almost entirely of Indian raw materials and produce, is of that nature, ' ' 
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ation, and consequent disturbance of the balance of trade m favour of India/ 
If the excess of exports of Indian produce could not be kept up to the usual 
degree, the newly established currency system would become impracticable to 
maintain Apart from the fact of India’s bemg a debtor country, her political 
dependence upon England involves the payment of an annual tribute, called 
the home charges, nearly ^"30 million a year, and consequently any disturbance 
of the exchange which would lower the value of the rupee would necessarily 
be regarded by the Government of India with the utmost alarm. But the 
situation has altered appreciably + Though India has not yet become a 
creditor country, there is no reason to fear that in the next decade or 
generation her credit balance of trade would not be maintained The pre- 
sent problem of exchange is not, how to prevent a fall in the gold value of 
the rupee, but rather how to arrest the continued rise of the exchange value 
of the rupee, which in February 1920 broke all records. This particular 
reason, therefore, is not of great interest to day, though even now our currency 
system is far from satisfactory.! 


* Extracts from Sir Edward Law’s minute (op cit) — 

"137 I have indicated as far as possible how far it would appear such advantages 
might be obtained, but in existing circumstances, and m view of the fact that our expoits 
consist almost entirely of raw matenal and produce, it does not appear probable 
that materially important advantages could be offered to us under a system of preferential 
tariffs m our favour adopted for other parts of the Empire The gam to the U nited 
Kingdom would probably be as also to Mauritius , but I doubt if our trade relations with 
other parts of the Empire would be materially advanced in their favour by any far reaching 
change of policy. * 

138 In my opinion it might be difficult to show that a preferential trade would 
prove directly prejudicial to Indian interests , but should we be urged to join m a general 
preferential arrangement. I think that it would be our duty to point out strongly that, if 
our export trade with foreign countries were, m any way, seriously prejudiced, we should 
run a very great risk of disturbing the balance of trade, now strongly in our favour, and we 
might find ourselves once more plunged into the deep sea of trouble arising from a depre 
mating currency — depreciation of Exchange value of our rupee cmrency " 

t Since the above was wntten, exchange has again gone against India till the rupee 
IS worth 15d (April. 1921 ) The currency muddle is the one absorbing topic of the day, 
but so far no practicable or acceptable solution has been suggested 

Exchange has, since 1924, been once again raised m favour of the rupee by the 
dehberate policy of the present Finance Member, and it is now (1926) proposed to fix it by 
,law at Is 6d. (gold per rupee) 

I The conclusions of the Government of India are from their standpoint of mam- 
taimng a siaius quo as the best policy We cannot, of course, agree with them m their 
entirety We have quoted them with approval only in as far as they are against a policy 
of imperial preference Even now Indian opimon would rather prefer a policy of free trade 
and a tariff for revenue purposes only to any scheme of imperial preference, where India 
is sure to lose more than she is ever likely to gain 

The fehaoges in the customs policy foUowmg upon the recommendations of the Fiscal 
Commission make no reference to the proposals for impenal preferende. 



CHAPTER IX 


Opium and Forests Revenue 

I.— Opium Revenue 

Forty years ago, when the Strachey Brothers published their standard 
work on the Finances and Public Works of India, they might well describe the 
opium revenue as the second most important item of revenue m India. The 
amount of the revenue, the problems connected with its assessment and 
collection, the variation which occurred almost annually m considerable 
magnitudes, and the strong agitation carried on m England by a section of the 
British press and public opinion — all combined to make the opium revenue 
the most widely discussed item in the Indian budget, second, if at all, only to 
the gieat item of the land revenue. But in the interval the situation has 
changed radically Opium is no longer the second biggest item of revenue, 
nor the third, nor yet the fourth. It no longer arouses the same 
anxiety and speculation as to its yield that were once inseparable from 
any study of the Indian revenue system It does not even give rise to 
inteiesting scientific discussion as to the proper method of collecting such a 
revenue under the rival claims of a heavy export duty, and of a public 
monopoly. As the opium question has receded completely in the background 
within the last 20 years, as well from financial as from a moral stand- 
point, we shall limit our discussion of this once important item m proportion 
to Its present significance, with just a sufficient historical outlme as to make 
the discussion intelligible Such a plan would necessarily involve the 
eschewing of any discussion as to the relative merits of an export duty and 
a monopoly, as also of the general principles governing a public monopoly. 

I The total revenue derived from opium is obtained in three ways, and 
credited m the accounts of the Government of India under the two heads o^j 
opium proper and excise The former represents (a) the proceeds of the 
sales by public auction every month of opium manufactured m the Govern- 
ment factory at Ghazipur,* and (b) the income from the export duty levied 
per chest of opium sent out from the native states of Rajputana and Central 
India.^ The manufacture of the Bengal opium is a public monopoly ever 
since the days of the East India Company, and the revenue fiom that source 
was contmually growing from 1793 to 1905 As the manufacturing mono- 
poly would not be maintained without a corresponding control on the sources 

* The opium department was formerly divided into two agencies, one of Bihai with 
Its headquarter at Patna, and the other for the United Provinces with its headquarters at 
Gazipur, both being controlled by the Government of Bengal In 1910, owing to the 
dimmution of work, the agencies were amalgamated, and a single agent was stationed at 
Gazipm under the control of the United Provinces Goieinflient Cultivation of nnnr^.r J- 
Bihar was discontinued m 1911. 
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of raw materials, the Government of India have prohibited cultivation of 
poppy except under a license from an authorised officer of the Govern-’ 
ment, and subject to the condition that the cultivator must sell the whole of 
the crop to the Government."'' He is assisted during cultivation by advances 
made on account The cultivator delivers the crop in a crude state at the 
local centre, whence it is forwarded to the Government factory at Ghazipur, 
to be there prepared for the market It is called “ provision opium ” if it 
IS destined for export It is packed in chests of uniform weight, and sold by 
public auction at Calcutta The opium destined for local consumption, 
known as the “ excise opium, ” is distributed direct from the factory or fromj 
the public warehouse at Calcutta to the Government treasuries in the 
country , and they issue it to licensed druggists or vendors only. Out of the 
sale license proceeds a sum representing the estimated cost of production is 
credited to the opium revenue, the rest being credited under excise, 

• The revenue from thevMalwa opium is derived from a pass duty levied 
on the opium exported from the native states.! Since 1912 some portion of 
the revenue is derived from license fees, or sums paid to the Government 
for the right to export opium from within the states. The production of 
Opium for the market is carried on in the traditional methods Government, 
however, annually fixed the quantity which may be exported , and no opium 
may pass into the British territory, whether for export or for consumption, 
except on payment of the pass duty. The duty is levied at convenient 
etations maintained at Indore and elsewhere by the Bntish Government, 
From these stations the opium is consigned to a central depot or public 
warehouse at Bombay, to be thence issued to traders. The duty on the, 
Malwa opium is now Rs 1,200 pei chest of 140 lbs,, being raised m 1912'^ 
Itom Rs. 600 per chest The right to export it is now also disposed of 
annually by pubhc auction t 

The subjoined table shows the gross revenue and expenditure of 
the Go vernment of India, togeth er with the amount of chests sold and 
* Thepnce now paid to the cultnatoi is Rs 7-8 per seer of 70 degree consistency 
The pnnicipal areas where poppy used to be cultivated were — Bihar and districts 
of the United Provinces lying along and m the north of the Ganges valley, and a number of 
Native States m Rajputana or Central India Opium from the foimer area was known as 
Bengal opium, white that from the latter was known as the Malwa opium In smaller 
quantities opium is also produced in Baroda, Ajmer Merwara, the Punjab, the Shan States, 
and certam villages in Upper Burma 

t Formerly when the opium revenue was an important item, the adjustment of the 
revenue derived from the two sources of Government monopoly and pass duty used to 
eddasion considerable discussion Sir J Strachey explains (op oit page 256 et seq ) the 
reason why a different rate must be charged on the Malwa opium from that on Bengal opium 
A Malwa chest contains 90 to 95 per cent fine opium as against the 75% or 80% in 
Bengal opium. A fixed pass duty on the former, though levied empirically, must press less 
heavily on the superior opium of Malwa On the other hand, Malwa opium was subject 
to the additional taxation by the state governments Minute calculations were necessary 
to show the exact mcidence of the pass duty as compared to the gams from the monopoly 
place The subject is now of purely academic interest A portion of the revenue is deriv^ 

the pass duty which is handed over to the States concerned The advantage to the 
Government of India is necessarily m the Bengal opium and its Increased sale , but the pass 
In Ihe past been frequently manipulated to smt the financial needs of the Govern- 
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the prices realised, ij It will be noticed that in the last do 2 an years, the 
opium revenue has been steadily declining, due to an agreement with 
China, under- which the Government of India have bound themselves 
progressively to dimmish the quantity to be exported to China^ Origin- 
ally the export to China was to cease by progressiva reduction within 10 
years, but by a subsequent treaty of 1911, the Government of India agreed 
to hasten the period of complete cessation of exports. Since 1913 exports of 
opium to China have been stopped, 

11.— Statistics of the Opium Revenue 


Year 

Revenue 

Expenditure 

Number of 
Chests Sold, ' 

Price per 
Chest, 



(In tltousands of rufees ) 




R3 

Rs 


Rs, 

1861-62 

6,35,92 

1,44,94 

70,063 

1,600 

186S-C6 

8,51,82 

1.89,42 

64,111 

956 

1870-71 

8,04,54 

2,01,44 

49,030 

1,121 

1875-76 

8,47,14 

2,21,85 

45,510 

1,259 

1880-81 

10,48,00 

2,02,87 

56,400 

1.362 

1885-86 

8,91,25 

3,03.76 

50,994 

1.234 

1890-91 

. 7,87,91 

2,18,08 

57,000 

1,037 

1895-96 

7,12,39 

2,06,89 

37,693 

1,390 

1900-01 

.. 7,65,33 

2,67,88 

45,300 

1,360 

1905-06 

8,20,31 

2,83,86 

49,200 

1,434 

1910-11 

11,28,29 

1,86,99 

37,560 

2.891 

1911-12 

8.94,19 

1.09,42 

26,330 

2,790 

1912-13 

. 7,68,09 

89,9b 

17,890 

2,783 

1913-14 

2.43,73 

1,51,86 

9,070 

2,116 

1914-15 

2,35,83 

98,11 

11,598 

1,591 

1915-10 

2,87,03 

1,71.03 

12,660 

1,777 

1916-17 

. 4,74,00 

1,36,80 

13,844 

2.660 

1917-18 

4,61,83 

1,66,31 

12,538 

2.555 

1918-19 

4,93.30 

1,96.18 

13,768 

2,674 

1919-20 

4,35,62 

1,29,98 

11,397 

3,140 

^920-21 

1921-22 

3.53.41 

1.22,09 


unz. 

3,07,25 

1,80,05 

7.755 

3,047 

1922-23 

3,78,92 

1,86,01 

7,701 

3,743 

1923-24 

.. 4,24,81 

2,58,79 

8,324 

3,914 

1924-25 

. 3,79,76 

2,35,57 

6,553 

3,844 

1925-26 

R E 4,39,00 

2,14,90 



1926-27 

B E 3,80,00 

1,54,41 




III —Critique of the Opium Policy 



While the opium revenue lasted it was the subject of the most violent 
controversy on financial, and much more on moral grounds. The opium 
revenue, it was urged, was the most uncertain item in the Indian budget. ' 
The chaos in our early finance under the Crown was frequently ascribed to 
the precaiiousness of this branch of the revenue. It is certainly true that 
upto 1867 the Government of India do not seem to have had any definite 
policy as to the amount of opium grown and manufactured, as to the amount 
to be sold, and the price to be realised. The revenue was, therefore, 
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exposed to the tender mercies of the opium speculator to a large degree. 
When, following the recommendations of Sir C. Beadon, Lieutenant- 
Govern^of Bengal, the policy of fixed sales and maintaming reserves 
'to kesfr up the fixed sales was adopted, the revenue began to be free from 
the disturbing action of speculative bids But the natural defect of 
this revenue depending upon the amount of the crop, which, m its 
turn, was determined by the character of the season, could not even then 
be eliminated ; while a ceitain amount of speculation persisted notwith- 
standing all attempts to stabilize the market. The growth of the Peisian 
exports, and the competition of the home-grown Chinese opium, made 
it impossible for the Government of India to keep up a stable price 
by their own control of the Indian trade. When, however, full allowance 
was‘ made for the natural defect, its alleged precariousness was not 
invaiiably prejudicial to the 'revenue As the greater amount of the fiuctim- 
tions entered on the expenditure side, the proportion of disturbance was 
relatively smaller. As a matter of fact the fluctuations in prices have been 
much greater since the Opium Treaty of 1907 than ever before, making the 
yield for a few years after the treaty extraordinarily inflated by speculation 
running mad. y/ 

But the objections urged on moral grounds were far more bitter and per- 
sistent. It was urged by that section of the English public, which is always 
ready to be virtuous at the cost of somebody else, that the opium levenue was 
derived from the misfortune of China, that this traffic w-as forced by the superior 
might of the British Government against the known wishes of the Chinese 
people to the contrary , that the connection of the Indian Government as a 
monopolist m this injurious traffic must necessarily be deprecated, even if the 
traffic was unfortunately not abolished Strachey (op. cit ) and Baring (the 
late Lord Cromer) m his financial statement for 1882-3, have shown how 
baseless these arguments were The ability of the Chinese government to 
control the traffic with a view to its abolition was quite legitimately doubted, 
on the strength of the opinion of those, who, by their long residence in the 
'Sir CeoU Beadon tbus formulates the general principles of the opium revenue — 
"It IS not desirable that the area under poppy cultivation should be in excess of 
what on an average of years is found sufficient to produce the desired quantity 
of opium. . If m any year the produce of opium exceeds the quantity which 
it is thought desirabjj^o bring forward foi public sale, the excess should be 
held as a set off agatSsrlhe temporary increase of expenditure involved in its 
purchase, and as a reserve against failure in future seasons , but if m any year 
the crop be a short one, and there is no such reserve, the quantity to be brought 
forward for sale must of necessity be limited to the actual supply, and though 
there may be some saving in the actual expenditure for the year, the net revenue 
must either decline, or be maintained only by such an increase on the selling 
price as will stimulate the competition from abroad ” These recommendations 
may be summed up thus — 

(1) The quantity sold must as far as possible be the same To this end a 
reserve stock must be established (2) The amount brought forward 
for sale must be determined by the price realised (3) The price asked for 
should be such as would not allow of effective competition from abroad 
nor promote local production in China ” 

The Government of India created an opium reserve after 1870, and declared their 
sales m advance fqr tlje whole year— the monthly stoclf auctioned being 4,700 chesty, 
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country, were qualified to speak with authority, and much more on the ground 
of an undisputed extension of poppy cultivation in Chma itself.* Far from 
the Indian opium having monopolised the Chinese market, it was said to 
be confined only to the principal poits and the sea-board districts. From its 
superior quality and higher puce, the Indian opium was used only by the 
relatively richer classes of the Chinese; and so the share of the Indian 
Government in “a progressive demoralisation of the Chinese people ” was of 
the smallest propoition. Besides, from the opium trade the Chinese govern- 
ment itself derived considerable revenue; and Its willingness to stop the 
traffic may be leasonably questioned on purely financial grounds. 

It may be added here that the opium policy of the Indian Government 
was reviewed exhaustively by the Brassey Commission appointed by the 
British Parliament m 1893, and reporting m J895. This Commission 
practically endorsed the Government policy for the time being. 

It 13, indeed, a moot point whether the Government monopoly of such 
an article as opium is more injurious than beneficial Admitting that the 
consumption of a drug is harmful, it is all the more necessary that the traffic 
should be more effectively controlled by a government monopoly. The dis- 
play of Puritanism by a government, which^would lead it to wash its hands 
completely of anything in connection with •'’that traffic, is likely to be more 
harmful to the people affected The private trader would not be satisfied 
until he sells the utmost he can, reckless of the result of this trade. The 
Government of India had discussed the whole question more than once in 
1858, 1864 and 1882, and had felt on each occasion that the balance of advan- 
tage lay on the side of the monopoly, as much m the Chinese, as m the Indian 
interests. In the Chinese market, the Indian supply was an important, 
but by no means the only, factor. By certain natural advantages India could 
produce good opium at a price which no other country could afford. The 
only consequence of the abolition of the monopoly would be a stimulation of 
competition to the disadvantage of'China, which would get a relatively poorer 
quality of the drug for a probably much higher price. And the Government 
of India had to consider the Indian interests as well. The removal of control 
would give rise to serious pioblems of the internal regulation, for example, 
to restore the old inland customs Ime which was abolished m 1879, for the 
benefit of the excise on local consumption. TfTe discontinuance of the close 
connection of the Indian Government with the opium trade would intensify 
the moral and sanitary objections, because both India and China would be 
flooded by the more deleterious drug 

* See Strachey (op at p 256 et seq ) for opinions of Sir J Wade and the Shan-_ 
ghai correspondent of the Times, September 1889, on the question of opium production in" 
China itself " It is historically false to assert that we have made war with China with the 
object of forcing our opium upon her against hei will and in spite of her protest that the 
opium trade was demoralising her people The first Chinese wai was caused by the desire 
of the Chinese Goveinment to prevent the exportation of silver, which was believed to be 
impoi'enshmg the country The second war had nothing to do with opium " (op cit 
p 255 6) Even to day, doubts as to the Chinese Government’s ability to control rigor- 
ously poppy cultivation in China are by no means unknown. 



The injurious effects of opium consumption, while they cannot be denied, 
pa3,y yet be exaggerated The harm consists not in a moderate, but in an 
excessive, use of the drug In the case of the Sikhs, who are notorious for 
their heavy consumption of opium, it shows not very prominently bad effects; 
and It may be doubted if the Chinese decadence can really be ascribed entire- 
ly, or even largely to the opium sent out from India under government 
monopoly Besides, the practice of modern governments to derive huge 
sums of revenue from the drmk traflSc, which is at least as haimful to 
Europe and America as opium is alleged to have been in China, made the 
protests of the English puritans against the Indian Government’s monopoly 
of opium unspeakably ludicrous to those who could view the subject without 
an unnecessary alloy of sham sentimentality 

The Government of India pointed out, m 1882, the strongest objection 
they had to the abrogation of their monopoly If they withdrew their mono- 
poly and substituted an export duty for the sake of the revenue, Sir E. Baring 
calculated that the Government could not expect from an export duty of 
Rs, 600 a chest — ^higher duty was impossible in view of the known risks of 
the trade* — an income above £11^ million, against the average of ^5 million 
they were obtaining under the monopoly The loss of such an amount would 
certainly involve additional taxation in India , and the Indian Government 
might well urge the obvious injustice of further taxing a people, whose average 
income per head was Rs ,2? per annum, for the benefit of another, even 
assuming, against a^l probability, that the imports into China would not be 
increased. At the time the Government had also to consider the effect of 
the cessation of the Indo-Chinese trade on the exchange, which, it was 
rightly held, would be most unfairly disturbed, and cause increasing embarrass- 
ment to the Indian Government, t 

In 1882 the Government of India were entitled to some special pleading 
as regards the opium revenue The exchange difficulty was becoming more 
and more chronic eveiy year. They had passed through a disastrous war, 
and had incurred heavy famine expenditure They could not, therefore, be 
very well pressed to give up the opium revenue — a net income of over 5 
million pounds without any burden upon the Indian tax-payer — especially as 
about the same time India was called upon to forego another considerable 
revenue in response to the free trade agitation in England, the general 5 
per cent, import duties. These special difficulties continued, and were 
accentuated m the remaining years of the century When, however, 
exchange had been stabilized ; when financial prosperity was evidenced by 

* The average profit per chest to the Government was calculated at Ks 859 on a 
sale pnce of Rs 1,250 The export duty allowing for the trader's profit, could not be 
greater tlian Rs 600 per chest 

t The opinion of the Government of India was expressed by the Finance Minister 
in these words m 1882 — " The Government of India is at present quite unable to devise 
any means by which the loss of revenue consequent on a suppiession of the poppy cultiva- 
tion m Bengal could be recouped, and that nntil such means can be deiised, the loss of the 
Bengal opium reienue would result in the normal annual expenditure of India being greater 
thanits receipts, thatis to say that India would be insolvent ” And again "To make India to 
provide a cure which would almost certainly be mefiectual to the vices of China would be 
■whally unjustifiable." 



tepeated surpluses, the anti-opmm agitation revived The Chinese Goveffl- 
ment became more insistent in their complaints against the opium traffic, and 
offered to give concrete pledges of their willingness and ability to check the 
spread of the opium habit in the celestial Empire, if only the Government 
of India would undertake to co-operate. By an agreement made in 1907, the 
Government of India undertook in ten years to stop the export to China, by 
a progressive reduction of 5,100 chests every year m the opium destined to be 
exported to China, if the Chinese Government could show that on their side 
they would take energetic steps to put an end to the business altogether. 
In 1911 it was found that the Chinese regulations against opium were prov- 
ing successful. The Government of India then undertook to apply the whole 
of then reduction to the Chinese trade by giving a certificate to each chest 
ear-marked for export to China, and allow China to exclude every chest not 
so certificated In April 1913, the sale of certificated opium waS stopped 
altogether, reducing at the same time the opiUm to be sold in other countries. 
The Government of India’s position m this regard was reviewed once again 
in 1923 in a pamphlet entitled "The Truth about Indian OptutH und 
though there is no question now of reviving the Indo-Chinese opium trade, 
the vindication of the Indian position in the past and as at present, as there 
given, is well worth studying. 

lAt the present time, therefore, the opium revenue may be said to consist 
partly of nipnopoly profits fiom domestic consumption credited under the 
j head of excise ,'partly of monopoly profits m auction sales Sf opium destined 
for countries other than China , and partly pass duties levied on Malwa 
opium.*! 


The sacrifice of the opium revenue, though causing a strain on the 
Indian finances, and though known to be the result of English sense of moral 
justice asserting itself at the India office, did not, however, rouse the same 
opposition in India as the customs legislation due to the same forces, and' 
involving the same financial consequences, had done a few years before. 
The loss of the opium revenue was spread over a number of years ; and for 
the first two or three years the restriction of supplies, leading to the high 
prices, did not allow the loss to be perceived. The leaders of Indian opinion 
had begun to perceive the moral responsibility of India, and the hands of 
the Government were strengthened by the co-operation m the new policy of 
the best representatives of Indian opinion f In the years immediately pre- 

* The fiist opium conference under the League of Nations in November 1924 in- 
serted the following Article Vll in its Draft Convention “ The Contracting powers shaH 
use their utmost eftorts by suitable instruction in the schools, dissemination of literature 
and otherwise, to discourage the use of prepaied opium within their respective territories 
except where a government considers such measures to be undesirable under the conditions- 
listing in Its teriitoiy " This exception was added at the Instance of the Indian and the 
Netherlands Governments 


t The following rather long quotation from the budget speech of the late Mr. Cx K 
Gokhale may be taken to voice the Indian sentiment on this subject 

" 1 confess I have always felt a sense of deep humiliation at the thought of this 
revenue, derived as it is from the degradation and moral rum of the people of Chma And 
1 rejoice that there are indications of a time coming when this stain shall no longer rest on 
; [ Continued on §, 313, 



ceding the inception of the new policy, there was considerable relief given to 
the Indian tax payer by progressive reductions in the salt duty, and by rais 
mg the minimum of income exempted from the income tax There was 
thus not the same intensity of feeling in India against the abandonment of 
the opium revenue in 1908 as there was in 1892, and so the new policy was 
carried into effect quite smoothly. 

The opium revenue derived from local consumption still continues to 
be an important item in the total excise revenue It now depends upon the 
strength of public feelmg in the provinces whether or not this item of revenue 
will be abolished. Opium bemg still monopolised, Government charges the 
monopolist’s price — the highest that can be paid The sale of opium is sub* 
ject to the same regulations as the vend of other intoxicants, and it seems 
that the policy of gradual extinction may come to be adopted m the case of 
opium as in that of other stimulants. 

IV.— Forests 

India possesses an enormous, unknown, unexplored wealth in her* 
forests, which cover nearly 20% of the total area of India and Burma. f The! 
Conaluded from ii 311] 

u3 The only practical question is how to put an end to this morally indefensible trafSo 
with the least derangement in our finances It has been suggested in some quarters that 
the British Exchequer should make a grant to India to compensate her for the loss of this 
revenue which will be entailed by the extinction of this traffic Now, apart from the fact 
that there is not the slightest chance of England making such a grant, I think the proposal 
IS in itself an unfair one, and ought to be stiongly deprecated No doubt there are impor- 
tant questions like the army expenditure in which India has to bear a serious injustice at 
the hands of England The cost of civil admmistration ought to be substantially reduced 
by a large substitution of the Indian for the European agency in the public services And 
if only justice were done to us in these matters we could let the whole opium revenue go 
and yet not feel the loss But these questions have to be fought on their own merits and 
ought not to be mixed up with this opium question So far as the opium revenue is con- 
cerned, whatever may the measure of England’s responsibility in forcing the drug up on 
China, the financial gam from the traffic has been by India alone , and we must therefore 
be prepared to give up this unholy gam without any compensation from anybody, when in 
the interests of humanity this wretched traffic has got to be abolished,” These senti- 
ments could not have been better expressed by the most puritanical of the English non- 
conformists, or by their most eloquent It must also be added that they were probably 
shared in full by the intellectuals in India, and the Indian National Congress in 1924 
definitely recorded its opinion that the poppy cultivation should be restricted to medical 
and scientific requirements only (cp " Of turn" hy G P Gavit published in 1925) 
i Statistics Relating to Forests 
Forest Area m the Provinces 


Name of Province 

Total Area 
in sq miles 

Area under 

in aq miles 

1924-25 

percentage 

Madras ... ... 

143,220 

19,232 

13 4 

Bombay 

123,217 

15,018 


Bengal , . . , 

76,755 

10,169 


United Provinces 

106,720 

7,305 


Punjab . 

97.281 

6,700 

6 8 

Burma 

243,207 1 

123,635 

50 8 

Bihar & Onssa . . 

82,941 

2,778 

3 3 

C P ahdBerar 

90,927 

19,671 

19 6 


53.825 

21,495 

41 4 

N, VI. Prontier 

13,009 

245 


Baln^stan ... ... . 

54,228 

785 

1 4 

Total 

1,099,972 

229,896 

[20 8 



duty of the state to conserve forests was not recognised till after the 
time of Lord Dalhousie, who chalked out a comprehensive schema ofi 
forest conservancy and sylviculture A regular forest service, staffed by 
men trained m Germany or France, was organised in 1869, and a 
local training school, the Imperial Forests School of Dehra Dun, was 
started, which was raised to the status of a college in 1908. Local 
forest schools are also being multiplied. The object of the present 
forest policy is to preserve the forests from the wanton destruction 
which would otherwise have occurred inevitably under the pressure of a 
growing population, trade, and expanding building, as also in view of the 
influence the forests are known to exercise on the movement of the lain-, 
bearing currents ‘ \They are under three heads : the reserve forests , the , 
protected forests, and the unclassified forests \ In the first the regulations* 
are very minute as to the use of forest area by the neighbouring population,’ 
the grazmg of cattle, or the removal of produce Their effect has been well 
summed up m the saying that in the reserved forest everything which is not 
specifically permitted is an offence. This naturally causes considerable 
hardship to the population, which has for so many generations been depend- 
ent for the food of their cattle, and even of themselves, upon forest produce.! 
In the protected forests a greater latitude IS allowed. Nothing is an offence 
against the forest laws in their case which has not been specifically prohibited. 
These are areas in which Government seem to be experimenting, deliberating ds 
to whether they shall be classed as reserved forests or not The last group of 
forests IS almost an unknown quantity from the standpoint of their utility, 
and the consequent necessity to preserve them imder stricter regulations. 
Exploration or investigation is being continually carried on , and as the 
result of this investigation the unclassed area may suitably be classed as 
reserve or protected forests.! 

V. — Forest Finance 


The Indian Taxation Committee, speaking of the foiest revenue of the 
Government of India, write , — 


The case of forests is not dissimilar These are under the control of the 
Government, who have something approaching a monopoly in parts of India, 
but not a complere one The produce is sold at prices which do not compare 
unfavourably with those charged by private parties The pmchaser in every 


♦ After a careful mquiry into the forests policy between 1904-1914 the Government 
of India, in their circular of 27th February 1915, indicated their mam conclusions thus — 

(a) The effect of forests on rainfall is probably small (b) The denudation of soil 
owing to the destruction of foiests may, so far as India is concerned, be 
looked upon as an established fact (c) As regards the effect of forests on 
• rainfall and the underground water supply, there is nothing to justify and * 

change m the principles on which the forest policy of the Government has 
been hitherto based 

(Cp The Work of the Forest Department tn Indta p 9 ) 

t Dunng the administration of Lord Beay m Bombay, when the new forest legis- 
lation was introduced, there was a violent agitation among the people concerned, The 
feeling of oppression 13 not even now extinct 

J Hence the variations in the a 
when viewed over a number of years 

40 


sa statistics of the forests in the several piovmoea, 
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case obtains a quid pro quo, and is under no direct compulsion to buy It 
appears to the committee that on the whole there is no element of true 
taxation in the foiest revenue, and this also does not fall within the scope of 
their inquiry ”* 

It IS therefore a form or source of public revenues, which, m our 
judgment, would yield considerably more than at present, if the obsolete and 
unprofitable, as well as uneconomical, basis for obtaining this revenue through 
the intervention of private enterprise were abandoned, and the forests of 
India were fully exploited as public domain with all their possibilities of 
intensive industrialisation 

Under the present system. Forest revenues are derived from the royal- ^ 
ties on, or the sale proceeds of, the timber or other forest produce, and byi 
the issue, at specified rates, of fees to graze cattle, or to extract for salei 
timber, charcoal, firewood, bamboos, canes, and other forest produce The 
following table shows the growth of this revenue + 


VI.— -Statistics! 


Year Revenue 

1864-65 10 1869-70 37,40 

1869-70 ,, 1873-74 56,30 

1874-75,, 1878-79 66,60 

1879-80,, 1883-84 88,17 

1884-85 1888-89 116,68 

1889-90 ,, 1693-94 159,49 
1894-95 , 1898-99 177.15 

1899- 1900 190,09 

1900- 01 197,70 

1901- 02 178,23 

1902- 03 194,71 

1903- 04 222,16 

1904- 05 240,29 

1905- 06 266, 7t 

1906- 07 264.91 

1907- 08 258,63 

1908- 09 254,56 

These figures do nc 


of Forest Revenue and 

{In thousands of rupees) 
Expenditure Year 

23,80 1909-10 

39,33 1910-11 

45,76 1911-12 

56,09 1912-13 

74,26 1913-14 

86,03 1914-13 

97,96 1915-16 

110,24 1916-17 

111,60 1917-18 

107,46 1918-19 

112,49 1919-20 

121.66 1920-21 

129.67 1921-22 

142,58 1922-23 

140 63 1923-24 

145,12 1924-25 

147,26 

include that portion of Ih 


Expenditure 


Revenue Expenditure 
260,25 149,20 

274,05 152,44 

290,57 160,46 

322.10 172,08 

333,01 175,48 

297.10 182,06 

311.16 185,92 

370,61 187,44 

409,69 211,57 

468,18 288,75 

536,76 317,63 

541.43 364,20 

583.16 408,52 

552,14 395,72 

544,91 349,30 

567.44 354,32 

forest produce which 


is given away freely, or at specially low rates, and which was valued in 
1924-25 at Rs. 137T3 lacs. The net revenue would be very much different 


if this surplus were added The figures of expenditure include conservancy 
charges as well as the general charges of direction and supervision. The 
expenses of the forest college at Dehra Dun and the ranger school are also 
included. They amount to about three lacs. 


*Cp para 14, op cit 

t The revenue and expenditure figures before 1911 include tbe receipts from, and 
charges of the Keddali or elephant catching department in Burma It was however a 
losing concern and the Keddah Department has since been abolished 

The Indian Industrial C muiission of 1918 lemaris apropos of the forest revenue ; 
“ As the above figures will have shown, the natural forest estate is of vast extent and value ; 
but a scrutiny of the output per square mile proves that us actual yield was hitherto lagged 
behind its possibilities, and is m most areas greatly in defect of what the natural increment 
must be The chief needs of the forest department are undoubtedly the development of 
transport facilities the exploitation of forests on more commercial lines, and the extension 
of research and experimental work which should, when necessary, be carried out on a larger 
scale, and Under commercial conditions 

{ These figures have been taken from the Statistics relating to Porest Admtnis- 
tration in British India for 1923-24 and from the Decennial StBtiaH,.ol AKof.-a..*e 
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VII.— Critique of the Indian Forest Department 

As would be evident from the note appended, the defect of the forest 
department is that it has not yet learnt to look upon the estate it administers 
with any eye to its industrial possibilities. ’'J The old view of forests as 
inducing rainfall is not scientifically proved to be erroneous , but to neglect 
altogether the immense hidden forest wealth, or to suffer it to be wasted, 
cannot be in the best interests of the country. The table in the margin 
Year f jja gives the value of the Indian forest 

4,69,80,613 produce as valued at the port of ship- 
1920-21 , loiof 79.’350 Owing to the demand foi forest 

1922~23 9,98', 56.627 produce caused by the war, the Indian 

1923-24 , 12 44 54’366 Munitions Board helped to encourage 

the erection of improved factories for 
the better utilisation of the forest produce But even so, we are far from the 
position when we can say India’s potential forest wealth is explored to the 
utmost The total value of the forest produce was made up in 1921-22 as 


(Inlakhsofrupeeslf margin. All competent 

authorities agree, however, that this 
byno means represents our total capa- 
of raw rubber export m the last city There has not yet been any 

MSXsfii times export) ’ ^87 what the Indian 

Turpentine and resin 26 forests can produce if worked to the 

42 

Other oils (ij times the value of exhausting the forest wealth. § But 

TimCa^d®?uel %Ce the gross experience of the few efforts made 

receipts from wood to the Forest m developing forest industries points 

Gr?r?n"i the gross receipts ''''' «"'^^>stakably to the immense possi- 
from wood to the Forest Depart- bilities which it would be rash to 

Fo“eTtVoducegiven'awaygiatis endeavour to estimate on the present 

or at low rates (twice the value most insufficient data Thus the pine 

estimated by Foiest Depart resin industry, starting from a very 

Miscellaneous 36 small beginning m the Punjab and the 

lotal United Provinces, had grown by 31st 

March 1919 so as to give a total resin 
collection of 125,633 maunds, the opeiations extended over 97,525 acies of 


*' The forest estate 13 not being fully worked Hence v\aste and decay aie considerablp 
The present output IS only 345,000,000 cubic feet, while at least 1,200,000,000 could be 
an“^ increment of 853 million cubic feet is being earned forwaid amiually 
cubic feeLepiesent loss by nM 
stage and decay annually (Cp StatanentofFo>cstsCondxUons inBri.nshIndtJ!l 2 h) 
t Cp ^^^^i^^ii’ShcstelatingioFotcst Admmist}atiQmnBiUishlndia,1^2l-Z^,'P 20 
ICp The Wealth and Ta\ahle Capacity of Indta, 149-159, for the leasons 

.e employed in woiLing up the raw mateiials yielded by the forests Thp Tnrlmn ^ ’ 

to 3l4:097 m 
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forest, with 4,000 operatives. On a total capital investment of Rs. 11,22,571, 
the year’s net trading profit amounted to Rs 7,75,575 out of a gross revenue 
of Rs 15,72,414 ^ Against such successful experiments we might point out 
those which are undeveloped Thus India consumes annually something 
like 75,000 to 80,000 tons of paper, of w'hich the Indian mills supply about a 
thud, or during the war, about 30,000 tons. We import on an average 
Rs 1,32,00,000 worth of paper and paste-board, which during the war was 
in excess of Rs. 2 crores. We import in addition about 13,250 tons of paper 
pulp, ) There is no doubt but that if the enormous supplies of bamboo and 
elephant grass available in India were fully utilised, India would produce 
more than the 50,000 tons she now imports, and thus keep the 2 crores of 
rupees within the country Another forest industry which may be developed 
IS that of matches f India imported m 1917-18 overlS million gross of boxes 
valued at about 8} million pounds, or more than eight times the pre-war 
import , and it is not impossible to believe that further extensions are 
possible, not to mention the manufacture of rubber in India m all the 
thousand and one ways in which it is made useful, 


In this summary we necessarily leave out the larger industries dependent 
on the proper working of forests. Wood distillation and extraction of oil ' 
from sandal wood, which has now been made a success and almost a mono* 
poly by the Native State of Mysore, are examples in point, even if we leave 
out still larger industries like cabinet-making, ship building &c. As estimated 
elsewheie, the full development of the foiest produce of India would involve 
a capital outlay of Rs. 50 crores , but the results are bound to repay this 
outlay several times over, especially if this exploitation is made by Govern- 
ment or local governing bodies adjoining? After the years of initial 


•"T/ie Indian Foreitei" for April, 1916. pp 187-201, brings out the fact that 
whereas a chir pine tree yields at maturity at most Rs 30 gross revenue, the gross value of 
Its resin oomes to Rs 138, inclusive of compound interest at 3i% per annum 

t In 1918-19 out of the total impoitsofovei 18 millions gi 033 of matches, Japan alone 
supplied oter 15 millioi s By a careful manipulation of the trade, by a skilful combine of 
tneir manufactures and shippeis, the Japanese hate practically captured the whole of 
the Indian match trade at the cost of Sweden and Austiia 

following are instructive tables as to the capacity and possibilities of our 
forest industries, compiled from the Statement of Fa, est Condttioni tn British India 


Utilisation of forest 
produce 


Cub ft 


Rb 

1918-19 


Forest Industries 


Value 

Rs 


1 Railway sleepers .. 

2 Timber 

3 Firewood 

4 Bamboo (number) 

5 Lac (tons) 

6 aiyrobalans (tons) 

7 Cutch (tons) 

8 Sandalwood (tons 

9 Grass and fodder 

10 Resin 

11 TurpenUne (gis ) 


8,000,000 60 00 000 
79.000,000 7,80,00 000 

173.000. 000 52,50 000 

150.000. 000 15,00,000 

20,000 1,80,00,000 
52 000 15,19,000 

20,000 6,00,000 

550 6,60 000 

75.00,000 
2 000 7.86 000 

160,000 3,50,000 


Railway sleepeis 
Saw mills (I55j 
Venner S. T chests 
Furniture (35) 
Bobbin factory 
Match factory (6) 
Firewood, etc, 
Resm, etc 

Total 


3.00. 00.000 

7.80.00. 000 

6,00,000 

12,00,000 

6,30 000 

52.50.000 

6.75.000 


11,63,55,000 


Total 12,01,65,000 

The possibilities of extension are at least 50 

indicates 


great as the present positipp 
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construction, the revenue from forests would m all probability not fall below 
Rs, 10 crores, or, allowing for the interest on capital, Rs. 8 crores net,''' 


■* In regal d to the agency best calculated to develop the forest resources, the 
Government of India have laid down in their resolution reviewing the quinquennial Forest 
Administration (1909-10 to 1913-14 ) — 

" In forest administration the object in view is two-fold first to conserve and 
improve the forests and, secondly, to secure to the tax-payei the greatest immediate 
benefit from their commercial working To obtain the best commercial lesults, depart- 
mental or private agency should be employed as circumstances dictate, and provided always 
the Government receives a fair share of the profits earned, private agency Should be 
freely employed. But when this is done, the teim of the contract should on the one 
hand be sufhciently long to enable the initial outlay to be recovered, while on the other 
hand provision should always be made for a revision of the rates of loyalty at stated 
intervals, so that Government may not be deprived of its fair share of any rise m prices 
which may take place Should it be found impossible to employ private agency on these 
terms, depaitmental working should be adopted , and if this cannot bo undertaken by the 
trained staff without prejudice to its work of conservation and improvement, there seems 
to be no leason why a separate staff specially trained in commercial exploitation should 
not be employed ” (P 15. The Woik of the ForeU Department tn India ) 

For reasons which seem to us conclusive, we find no justification for the employ- 
ment of any private agency at all in this great task of conservation and exploitation of 
national resources Apait from a legitimate apprehension of giving rise to indefensible 
vested interests, as also the fears of an intense extension of labour troubles, we consider 
the use of private interests as financially prejudicial to the interests of the community, ' 
inasmuch as the great difficulty in the way of developing sylvan industries is the absence 
of adequate, economic means of transport The only agency that can supply this want is 
some form of state activity, the benefit of which, however, will almost wholly go to such 
private entrepreneurs Again, the latter will demand some sort of guarantee of interest, or 
undertake only those industries which have been demonstrated to be successful by the 
costly pioneer efforts of the Government, all which would impose an unfair burden upon 
the community at large Finally owing to geogiaphic reasons, forest industries will be 
most economically developed only on a monopolistic basis, which needs but to be mentioned 
to be rejected as far as private agenev is coni-PTOwl 



CHAPTER X 


Irrigation Dues 

I.— The True Nature of the Irrigation Revenue 

The question as to the true nature of the irrigation revenue, particularly 
as to whether there is any element of taxation proper in it, is a subject of 
keen controversy The charges of water supplied for irrigation purposes are 
considered officially m the nature of prices for definite service rendered, or 
rather commodity supplied , and consequently there can be, according to this 
official view, no element of taxation in this revenue We have already 
assigned some reasons, while speakmg of the classification of public revenues, 
why the profits from the monopolies of the Government of India, 
particularly railways and irrigation works, cannot be treated entirely as 
prices for commercial services There is no tiue option to the irrigation 
rate-payer to go without that water, and so avoid the payment of the 
Government dues, for to do so would be suicidal True, he can dig his own 
well, but not in land along which a Government canal passes, and which 
irrigates all the neighbouring land. The analogy of the British post office 
also leaves the question undecided , for economists have doubted if the entire 
postal revenue in Britain should be considered exclusively as a price for a 
service rendered,* The Indian Taxation Enquiry Committee is unable 
to come to a definite conclusion on this matter, and is content to leave the 
question on the following basis — 

“A great deal of controversy has raged over the question, whether a goveinment 
whicli has a monopoly of irrigation and supplies water to the persons who 
henafit by irrigation works should charge just what it costs to supply the water, 
or a fair commercial profit, or as high a rate as those benefited can afford to 
pay A corollary arising out of the contro\ersy is the question whether, where 
a profit IS realised, there as an element of taxation 
The case is of course different fiom that of the railways and the post office, 
inasmuch as those services are of benefit to the community as a whole, whereas 
m the case of irrigation the benefit provided by the use of the credit of the 
general tax-paj'er enures to the holders of certain particular lands The 
Committee are divided m opinion as to whethei the charge for water involves 
an element of taxation or not It falls, however, essentially within the scope 
of their enquiry in view' of its intimate connection with the land rev enue, and 


•Cp the opinions collected by the Taxation Committee le the British postal 
revenue " If any part of the gtoss levenue is a tax, . In considering the ' equity of 
taxation ' it is not desirable to adopt any narrow view of the meaning of taxation, since the 
action of the state must be considered as a whole I should therefore not be inclined to 
exclude the whole or any part of the post office gross revenue from the present enquiry ” 

Prof Bastable, Prof Sidgwicfc and Lord Farrer are all willing to consider at least 
the surplus of the post office revenue as taxation 





of the specific inclusion of water rates within their terms of reference, and 
therefore they propose to treat it on this basis, taking for practical purposes 
the net profit on the undertaking as a whole as representing the element of 
taxation ”* 

In view of the fact, however, that the irrigation dues are charged by the 
State as a monopolist’s prices, and that it is sought to coordinate them with 
the value of the crop raised by means of this water , and conversely, because 
the charge is not equal just only to the actual cost of the service rendered, it is 
impossible not to regard the whole of the irrigation revenue of the Govern- 
ment in India as essentially in the nature of a tax. 

II —Irrigation vs Railways 

The Irrigation Department has, for a long time after the transfer of the 
Government of India to the British Crown, been regarded as primarily a 
spending department. Until after the famines of 1897 and 1899, the 
attention of the Government of India was not claimed in equal proportion 
by Irrigation Works along with the Railways. Apart from the effects of the 
activities of the Public Works department upon trade and industry, and 
indirectly upon the wealth of the people, the financing of railways and irriga- 
tion works has given rise to considerable and heated controversies as to the 
exact limits of the sphere of state action, the wisdom of meeting such charges 
out of ordinary revenue or out of borrowed funds, &c. In the financial 
survey of these works attempted in this chapter, we can but glance briefly 
at the important consideiations involved in shaping the public works policy 
as a whole, and that too only in so far as they influence the financial side 
of the enterprise. 

The importance of irrigation works m India has, perhaps, not been 
fully appreciated by her English rulers. In their own island home, with few 
shallow streams and perennially damp weather, they naturally could not have 
any proper appreciation of the value of an artificial water supply to agriculture. 
In this country, however, large tracts of land, hke the desert of Sind and 
Rajputana or the districts of South-West Punjab, are practically rainless, 
and offer no facilities to agriculture unless watered artificially. Others again 
there are, which, like the uplands of the Deccan, make cultivation precarious 
to a degree, owing to the irregularity of the rainfall and the consequent 
exposure of crops for long intervals to a blazing sun. Some crops, moreover, 
hke rice and sugarcane, require a sufiSciency of water, which cannot be had, 
except m the most favoured regions, but by means of irrigation. Intensive 
cultivation due to an increasing pressure of population has led to doubi? 
crops being grown every year on the same bit of land , but in many regions 
while the Kharif or the autumn harvest can be raised without the aid of 
artificial water, the Rabi or winter crop would be impossible if it depended 
entirely on rain-water for its growth 

* Op Cit para' 22 
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Owing to these conditions, irrigation works have in this country always 
claimed the best attention of the rulers. Even now some of the most important 
canals of Northern India and reservoirs in the bouth are nothing more than 
the restored works of the earlier rulers kept m repairs , and when the rulers 
could not or would not undertake vast projects of perpetual benefits, the 
cultivator would himself construct a little well just enough to water his own 
little bit of land. In the folk-lore and imagery of our country there is no 
figure so familiar as the primitive well Wells and tanks are the earliest of 
our irrigation works. The simple inundation canals of Sind and the Punjab 
are probably next m order of time. The Pathans and the Mughals were 
the fore-runners of the British in undertaking irrigation works on a large 
scale The truly British contribution to the irrigation system of India 
consists in the large works, constructed for the purpose of utilising the 
surplus waters of large rivers, though even in this direction the Moghul 
fore-runners of the British have left imperishable monuments of their desire 
to consider and provide for the welfare of the people ruled. 

HI,— History of Irrigation Works under British Rule in India 

In the early days of the British rule in India, they necessarily had to 
work upon the inheritance that the British Government had received from 
the former rulers. Thus the Gfeat Barrage or Grant Anicut had been built 
across the width of the Cauvery m the Madras Presidency, long before the 
advent of the British. The genius of Sir A. Cotton perceived the value of 
this relic of indigenous rule; and his tenacity helped to complete its utility by 
the construction of an Upper Anicut across the Coleroon, , thus giving the 
full level required for the utilisation of the Grand- Anicut across the Cauvery.' 
The irrigation works m the deltas of the Krishna and the Godavari were 
constructed by the same engmeer at a cost of 3 crores of rupees to irrigate 
millions of acres of land. In the northern provinces, following the models left 
by the Moghul rulers, _Sir Probin Cautley constructed the great Ganges canal, 
'■which takes off from the river at Hardwar, and which in magnitude and 
boldness of design has not been surpassed by any other irngation work m 
India or elsewhere. The river system of the Northern Indian plains 
afforded peculiar advantages for the construction of bold, vast canals, which,' 
like the Chenab Canal of the Punjab, with their several hundreds of miles of 
channel, irrigate millions of acres, often reclaiming large tracts of waste 
lands, and making them among the richest of the cultivated areas of India. 
Compared to the magnificent works of- the Punjab and the United ProvmcesJ 
the Bombay works, like the lake Eife or lak fi-Wtutnev. pale mto insignificance. 
-But the Madras triumph m the reservoir at Periya r, which, constructed on' 
the outer slopes of the ghats, carries the water of the river by means of a! 
tunnel through the mtervemn g hill, thus turnmg the river back on its own) 

* 9o completely was Sir Arthur Cotton identified -with irrigation projects m India, 
that frivolous people m England used to suggest he had water on his brain. That he could 
resent the impertmenoe, even when it was offered by Lord George Hamilton, is shown by 
the letter, he wrote to the Secretary of State and quoted m his hfe written by Lady Hone, 

Ilia danahificr. 



watershed to fructify large tracts, may easily rank among the first of the 
irrigation wonders of India, and perhaps of the world. 

The East India Company had hardly a settled policy to speak of in the 
financing of irrigation as in any other directions, though, after the conquest of 
the Punjab, the great work of the Ba ree Do ab eanal was undertaken at the 
instance of Sir John Lawrence and Lord Dalhousim'* Whenever the revenue 
permitted it, a great personality like Sir J. Lawrence or Sir A. Cotton could 
manage to squeeze out some portion to devote it to irrigation But the 
absence of a settled policy allowed these works to be undertaken spasmodically, 
with little good result comparable to what might be expected The diligent 
search for directions m which retrenchment could be made after the Mutiny 
prevented closer attention being given to irrigation works in early years of 
the direct rule of the British Crown, The whole cost of construction and 
maintenance was charged to the revenue , and even when the distinction 
between ordinary and extiaordmary pubhc woiks had been introduced in 
the sixties,! the proper distinction between capital cost and maintenance 
charges was not always understood or observed , while the superior claims 
of the railways, urged by a powerful interest with the vested rights of 
guarantee, were beginning to monopolise the attention of the Indian Govern- 
ment, so that m spite of Sir Arthur Cotton’s suggestions that water carriage 
would be cheaper and more suitable to Indian conditions,! all irrigation and 
navigation works received but perfunctory attention The losses suffered by 
the Orissa Water Works Company, the question of sovereign rights in 
charging water rates, and other such problems, Jed to an early decision m 
the Yjceroyalty of Sir J. Lawxence that all irrigation works should be 
constructed oqLnf-{whhc--hmds 

Further elaboration of financial policy with reference to irrigation 
works was postponed during Lord Lawrence’s time, for the superior demands 
of barracks for European troops pr evented any substantial consideration 

* Lord Hastings wrote, as early as 18i5, after Ins inspection of the Tamuna 
canal — “ I will onlitsay that my own inspection has full}' convinced me of the facility and 
policy of immediately restoring, this noble work Setting aside-tlie consideration of its 
certam effect in bringing into cultivation vast tracts of the country now deserted, and 
thereby augmenting importantly the land revenue of the honouiable company, the dues to 
be collected from the distribution of water from it would make a mast lucrative leturn ” 
(Minute, Sept 21, 1815, quoted Butt op cit p 166 ) This, however, was with special 
reference to a given project, and can scarcely he called a general pronouncement of policy, 

t The following is an analysis of the public works giant in 1862-3 — 

£ 

2,380,000 
132,500 
366,300 

570.000 

650.000 

50,000 

380.000 


1 Work of Public Improvement . 

2. Railway Supervision and Cost of Land 

3 Loss by Railway Exchange 

4 Civil Buildings 

5 Military Works Ordmaiy 

6 ,, ,, Extraordmary 

7 Income (1%) Tax Appropriation 


Total .. 4,528,800 

t Before a select committee of the tlouse of Commons appointed January 28, 1878, 
Sir Arthur Cotton deposed that the railways did not provide food for man and beast, did not 
carry the whole traffic of the country, did not cany it cheaply enough, did not pay interest 
on cost and debt, did not dram the country , and did not provide drinking water for the 
country. He proposed 3 mam lines of navigation canals (l) Caloulta to Karachi up the 
Ganges and down the Indus , (2) to Coconada— Surat up the Godavary and down the 
Tapti , (3) Up Toongbhadra and Coimbatore 



being given to them The Onssa famine, and later on the Bengal famine, 
diverted attention to irrigation at first , but the necessity of carrying food to 
the famine-stricken areas soon deflected it once again to railways The later 


Yeart 

1870 

1871 

1872 

1873 . 

1874 , 

1875 . 

1876 , 

1877 

1878 

1879 

1880 


2.695,465 

718,438 

983,854 

770,920 

1,198,682 

1,235,391 

1,105,445 

943.423 

806,084 

784.654 

598,837 


famines and the war with Afghanistan 
gave no more surplus, whether from 
legular revenues or borrowed funds, to 
be devoted to irrigation. The marginal 
table shows the total amount spent on 
irrigation works between 1870-80.^ 
Against the ;^125 million* spent on' 
railways, irrigation barely got about 10% 
or less The Famine Commission of 


Total ... 11.851,193 1 880 did, indeed, report the irrigation 

works to have been of— 


" a great advantage to the state, regarded merely horn the direct financial return 
on the money invested, in increasing the wealth of the country in ordinary 
years, and in preventing or mitigating famine in years of draught ” 

But the continued fall in the value of the rupee made the Government 
of India unwdlmg to undertake any borrowing in England in order to avoid 
piling up sterling indebtedness ; and the construction of large works out of 
current revenues was not to be thought of The Russian scare and the 
Increase m the axmy , the frontier troubles and the loss of customs revenue , 
the famines of 18S5- and 1899, and the new scourge of plague, strained almost 
to snapping point the resources of the Government of India. Hence, before 
the next great Indian Irrigation Commission reported in 1903, the position 
was . that out of 226 million acres annually under crop in _the provinces of ' 
British India, million acres or about 20% were ordinarily irrigated Of 
these 18i million acres or 42 per cent, was watered by public irrigation 
■works, (canals and tanks) , while the remaining 25^ million acres or 58 per 
tent, by private works. Of these more than half was irrigated by w^lls. ■ 
Between 1875 and 1900, the area irrigated from state works had mcreased 
from lOl million to 18j million acres, and that from private works by 3 
million acres.! The financial results are shown in this table — 

Capital out- 
class of Works lay to end 


of 1900-01. 


Major works 

Minor works with cap a/c 
Other minor works 


Total 
Revenue 
in lakhs 
Rs 

2.59,70,000 

19.18.000 

87.87.000 


Net revenue 

interest. 

Rs 

1,13,15,000 3% 
6,38,000 2% 
87,87,000 


Total 39,83,76,000 3,66.75.000 2,07,40,000 

* The expenditure on railways no doubt continued during this period as before , 
but as will be seen below, it must be mentioned that for the first time during this penod, the 
Government of India began to consider the possibility of raising the wind in India for their 
pubhc works activity See the section on the Debt of India, and the financial statement of 
Sir R Banng m 1882 

t Cp. Putt, p 362 

i These figures do not include the area under Irrigation in the Indian States 
The total area irngated in the whole of India was esbmated by the Commission at 53 
million acres— 19 million from Canals, 19 nullion from wells, 10 miilion from tanks, and the 
rest front nusceUaneoas sources. 
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The Commission reported that the field for the construction of new 
works of any magnitude, of which the net revenue would leave a surplus ' 
after paying interest charges, was restricted to the Pun 3 ab, Sind, and parts 
of Madras These works, they recommended, should be constructed as fast 
as possible, not merely as they would be profitable investments, but also 
because they would increase the food supply of the country.* As regards 
works^ designed as a protection against famine, the Commission worked out 
comprehensive proposals for a general policy, by taking first the case of a, 
single district frequently experiencing famine , calculated the cost of famine 
relief m such a district, and also the cost of possible irrigation woiks for it; 
and then made their recommendations on a comparison of the two. Thus, 
taking the single district of Sholapur, which is the most famine susceptible 
in the whole of India, the Commission calculated the average annuaLcost 
of famine relief in it at ^ lakhs of rupees. Making allowance for the fact 
that It is more advantageous to prevent famine than to relieve distress 
when it has occurred, they estimated that on such abasis the State would be 
justified in piotectmg such a district at the cost of Rs. 221 per acre. For 
the general protection of the Bombay Deccan, they recommended the con- 
struction of canals from storage woiks on the gBais, where the rainfall has 
never been known to fail even in the driest years. It would impose a per- 
manent annual burden of 74 lacs on the State_through the excess of interest 
charges on the capital cost over the net revenue produce from these works. 
On the other hand, if and when the suggested works were all constructed, 
there would be a considerable reduction in the cost of famine relief in future 
years of famine, estimated by the Commission at Rs 31 lakhs. This would 
leave a net difference against the State of Rs 44 lakhs a year, — an amount 
which may well be considered as no more than the proper price paid for 
protection and insurance against famine, and other incidental advantages 
resulting from this programme. 

Besides recommending the restoration or reconstruction of sundry other 
works, the Commission further sketched a rough programmet of new major ' 
• The teat of a productive work requires that within ten years of its com- 
mencement, the project should meet all the working expenses, as well as the 
interest chaige from the date of its initiation inclusive. None of the railway 
companies could have satisfied the rigid test laid down for productive iriigation works, 
or shown a satisfactory position after meeting all charges that the irugation works show 
The whole cost of these works, it may be noted, including any extension or improvements, 

IS met out of capital funds loaned to the project, 

t The following aie among the chief works suggested by the Commission — 

(l) The Punjab triple project — the Upper Jhelum, the Upper Chenab, and the Lower 
Ban Doab at a total estimated cost of Rs lOJ crores, sanctioned 1914, now completed 

(2) The Sind Sagar Canal defeired 

(3) Woolar Lake Storage — Kashmir— suggested by the Commission in aid of the Punjab 
tnple project — ^was dropped by the Government in 1903, but has since been sanctioned 

S Sutlej Valley Project under construction 

Sind irrigation by Sukkur Barrage and canalisation of the Indus — at first not 
approved by the Secretary of State, but subsequently sactioned in 1924-25 

(6) Nua canal in the Bombay Deccan, estimateji to cost 257 lakhs, was sanctioned 
as a protective work in 1912, and completed m 1923 The Gokak canal m the same_region 
recently sanctioned as a protective measure is estimated to Cost Rs 197 lakhs 

In Madias, the United Piovinces, and Central Provinces, similar suggestions were 
made by the Commission which are at vaiions stages of developmeqt. ’ 
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works to be constiucted in the different parts of India at a total cost of 
d4 crores of rupees When completed, they estimated these works to result 
in an addition of 6^ m illion acres to the irrigated area. 


The net effect of the Commission’s recommendations was to provide 
the Government of India with a uniform policy, in place of the spasmodic 
efforts which characterised their pievious endeavours m this field. With 
very few exceptions, the recommendations of the Irrigation Commission were 
accepted in their entirety, and m some cases the Government programme has 
been in excess of the Commission’s recommendations. But for the untimely 
outbreak of the war, and the consequent strain on the finances of India, 
several projects, which had m the last century been pooh-poohed as im" 
practicable, would have been put into execution. It is to be hoped, there- 
fore, that the return to normal conditions will be signalised by a resump- 
tion of the irrigation programme still more vigorously than m the last few years. 

But while emphasising the need for a vigorous irrigation policy, we must 
not m any way ignore the necessary limitations which the nature of the case 
imposes upon large new works ^\) A great portion, probably more than 
one- third of the total area irrigated, is watered by wells constructed by each 
cultivator himself. So long as the average size of the Indian agricultural 
holding remains below 8. acres, the well will continue to have an advantage 
over the canal water, no t on ly because of the superior fertil^ng power of 
well-water, but also because of the relatively greater cost^o^^e canal-water. 
The financing of wells hardly enters at all into the accounts of the Govern- 
ment of India, except through the Takavi loans— or, if a land bank was 
started, through the loans made by an agricultural land bank established 
under the guarantee of the State.^ (2) Then, again, though we in India 
have not yet paid sufficient attention to the possibilities of inland navigation, 
it is not impossible to believe that the greater costliness of railway carriage 
and railway construction may lead to the more extensive developments 
of canalisation of our important rivers for purposes of navigation t 
We are already finding a congestion on the Indian railways which is immi- 
cal_to the movement" of goods or the more bulky produce like rifis.or seeds 
or coal. It 13 quite possible to believe that the railroad may eventually have 
to be supplemented by the river carnage. But if- ‘’the rivers of India are to 
admit of canals constructed for navigation purpbses, it is conceivable that 
the irrigation canal proper may. suffisr Twenty^ years ago the opinion 

seemed to be unanimous among the experts Aatjndia cannot afford to con- 

struct navigation canals in view of the -fequiremeiits of irrigation At the 


. ^ 1 According to the latest estimate, the areh. irrigated by wells alone, which are almost 
"orts. Is reckoned at 30% of the total iingated area, or not much short of 
irrigation The cost of a well \aues according to the character of the 
la Taking an average cost at Rs 500 for the whole country, 

M ‘".on.™ 

'=‘’ ““ 

rpi-nmrnla? the AcwortU Committee’s Report on [the Indian railways, which 

^oinmends a scientific mvestigauon of the possibilities of inland navigation See also 
Part IV of the present wntei's rmde, Ta^fs and Transfo.t m ^ 



325 


present time the problem of internal navigation is under serious consideration 
by the Government If the project of linking up the mam rivers of India for 
navigation is accomplished, we would have to reconsider our whole policy of 
canalisation for irrigation aIone» (3) Supposing, finally, that we have completed 
all possible irrigation works on a large scale ; and assuming that the amount 
and the value of crops have been much increased, and that a reliable insurance 
against famine guaranteed ; we must in normal years yet provide for the 
removal of the surplus foodstuffs Railways or navigation canals there must 
be, whatever may be the vigour with which irrigation works are prosecuted. 
And, from a purely financial standpomt, it is also clear that if all classes of 
productive public works are to be constructed out of borrowed capital, the 
amount'available for irrigation must necessarily be the remainder after the 
other works have been provided for or at least m proportion. This would 
also be an effective limitation on the most enthusiastic or ambitious 
irrigation minister. 

The foregoing remarks must not be taken to imply any doubt of the 
value of irrigation works in India, nor any approval of the relative indiffer- 
ence with which these works were treated by the Government of India all 
through the nineteenth century. It is a moot question, discussed a little 
morejully below, whether, considering the poverty of India, the Government 
of India were well-advised to construct railways at the rate and in the way 
they did, while irrigation or navigation works were neglected. But the 
present question of irrigation finance must be taken to be indissolubly 
involved in the agrarian problem as a whole. According as the size of the 
average holding is large or small would the requirement of irrigation be 
different and so also the financing. 

IV. — The Irrigation Revenue 

The irrigation duea of the Indian Government are derived almost 

rates /They necessarily vary very much from province to province, and 
also in one and the same province according to the crop irrigated, the 
quantity of water required, the time at which it is requiied, the intensity 
and constancy of deipand, the quality of soil, and the value qf this service 
in increasmg the out-turn | Thus m Smd, the ordinary land revenue' 
includes also the charge for water, ,9/ ID of the assessment ^ being considered 
as due to the canal water supplied. In other parts of the Bombay Presiden- 
cy and in Madras, different rates of land revenue are assessed according as 
land is irrigated or otherwise, the assessment on the former class of 
land including also the charge for water| Over the greatei portion of thei 
continent of India as a whole, water is paid for separately, the area" 
actually irrigated being measured, and a rate charged per acre according to ^ 
the quality of the crop raised Rates are, generally speaking, lower when 
water is to be “lifted” to the land owing to the higher level, than when 
water “ flows ” on to the soil by the meie action of gravitation. Many have 
thought in the past that by these methods some injustice is 'inevitably 
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entailed upon either the State which supplies the water, or the cultivator 
who uses It ; and hence alternative methods have been suggested, and 
sometimes tried, e g. rentmg for an annual sum certain outlets of water, 
or charging according to the volume of water actually used But these 
trials have not yielded.more satisfactory results than the modes of charging 
outlined above. In parts of Bengal and the Cential Provinces, the system 
of long lease is m force, whereby the cultivator pays a small rate foi a term 
of years, irrespective of whether or not the watei-service is actually received 
by him. The normal rainfall in these provinces is usually so abundant, 
that the cultivator is not every year under the unavoidable necessity of 
using irrigation water, as is the case, foi example, in Sind or parts of the 
Punjab desert. Government, however, cannot undertake irrigation works 
on a large scale, unless there was some certainty of a constancy in demand , 
and they are therefore obliged to insist on compulsory service of the canal 
water supplied by them^ which becomes a hardship and a burden to the 
cultivator whom nature helps so richly. As a way out of this dilemma, the 
system of long term leases has been invented for the special behoof 
of these well-endowed provinces. Under this system, the cultivator escapes 
the obhgation of paying a full rate for the whole year, whether or not he 
needs the water, and Government also obtain a guarantee of a mmimum 
return to their investment, whether or not there is any demand for their 
service Elsewhere Government guarantees a sufficiency of water supply 
for a given crop ; and if the crop fails to mature, or if its yield is much 
below the normal, the irrigation dues are remitted partially or wholly, 
as the need may be. 

As for the actual r^tes, m the Punjab they vary from Rs. ^to Rs. 12 
per acre for sugar-cane, Rs 4 to 74 for rice, Rs. 3 to 4i for cotton, and 
Rs. 2 to 3i for pulses and millet. On the other hand, near Poona, for lands 
raising sugar-cane, as much as Rs. 50 per acre is paid; but this is exceptional, 
IS confined to a very limited area, and is at all possible because the 
cultivator can raise a crop which pays as much as Rs. 800 per acre 
In other parts of the M^la canal, the rate varies from Rs 40 per acre to 
Rs. 12, and in the rest of the Bombay Deccan Rs 25 to Rs 10 per acre. 
In Madras the maximum rate for sugar-cane is Rs. 10, and between Rs 5 
to Rs. 2 par acre for rice. In both these provinces ^ irrigation is confined 
almost wholly to rice. In the Punjab, where wheat also is grown by 
irrigation, the rate varies from Rs. 7_to Rs. 3/4, the ordmary wheat charge 
varying from Rs, 4/4 to 3/12, and for fodder crops from Rs. 3 to 2/8 per 
acre. The average rate realised from the major irrigation works of all kinds 
_ IS Rs. 3/8 per acre , 

The table appended below (page 328) shows the details of the 
public irrigation works, both major and minor _The working expenses 
show a lamentable tendency to increase, as shown by the later figures, on 
which It is accordingly necessary to keep a most jealously watchful eye. 
One reason, perhaps the one sufficient reason, for this mcrease is the latter 



day forces _mal{ mg for an increase m salary and establishment charges, 
which demand an instant revision for retrenchment in all departments. 
The hig her c ost of materials may also explain, in part the increase in 
working expenses For a proper appreciation of these figures, it is necessary 
to bear in mind the different characteristics of the different works. The 
productive works are those of a remunerative character undertaken in the 
interests of the general agricultural development of the country. Both 
their first cost, and any subsequent expenditure on extensions and improve- 
ments, are met from lo an funds Protective works are those, which, 
although not directly remunerative to the extent which would justify their 
inclusion in the class of productive works, are constructed with a view to 
the protection of the tracts liable to frequent famines, affording a relief m 
the periodical expenditure on famine. The cost of these works is charged 
against the current revenues, generally met from the annual grant for 
famme relief and insujance. Minor works comprise those irrigation and 
navigation works, not classed as productive or protective, and agricultural 

IS met from current revenuesT” When any works of this class cost more 
than Rs 50,000, separate capit^ and revenue accounts are kept, 
provided it is estunated that their revenue would pqy the working expenses. 
There were 121 such works, with a total capital outlay of Rs. 665 lakhs, and 
a surplus of 40i lakhs m 1916-17 We may sum up the general position ofi 
irrigation by saying that the total area irrigated from public works of all 
kinds exceed 27^, million acres, being over 13% of the total cropped area in i 
British India , that it has cost the State, by way of capital outlay on these ! 
works, upto the end of 1924-25 Rs 93 58 crores in round figures, yielding 
a net revenue of 6153 crores from the major productive works , that the 
value of crops raised in a single year has been estimated at Rs, 140‘30 
crores or the whole capital outlay and 55%. over agam.* 


• The following extract from the report of the Indian Industrial Cominission ( 1918 ) 
is illuminating — "We cannot do more than indicate very roughly the extent to which the 
development of irrigation by mechanical methods may ultimately be earned, and the follow- 
ing observations are only intended to convey some notion of what is possible Theie are 
at least^ million wells in India from which water is lifted for irrigation, and the number 
of men and cattle employed on this work is very large The Indian Irrigation Commission 
of 1901-3 reported that the area under wells was not less than 16 million acres, and they 
remarked ‘ It may not be too sanguine to look forward to a period when the area under 
well irrigation may thioughont have been doubled ' Since this opinion was expressed, 
mechanical methods of lifting water have improved, from which water can now be 
profitably raised at last tvjice what it was 15 years ago This enormously increases the 
volume of undeiground water which can be tapped, and consequently the area which ought 
to be brought under irrigation Within the l^t few years fully 1,000— pumping-station^ 
have been established in the sonth.n£-lndla, and the number is laige enough to warrant thd 
general conclusion that mechanical methods of lifting water for indgation can be employed 
in India on a very extended scale Even if in no more than .5% of the wells used for 
irrigation the use of small mechanically driven pumps were practicable, and the area under 
well irrigation developed to the extent the Irngation Commission anticipated, this would 
mean an employment of aljout 30Q,000 pumping sets, at an initial capital outlay of something 
like Rs 30 croies, with annual working expenses of probably not less than 6 crores, and with 
the result of very large gams to the cultivators ” (Para 88), 



328 

TOTAL MAJOR AND MINOR WORKS ^ 


Irrigation and Navigation 








Ket revenue (cx- 








Total 





CLUDING CHARGES 
roR interest) 


Inten 

55t 

' 1,. 


(d! 

rect and 

receipts 


Working h 
j e\penses 

1 "! 

srcentage 

cTp?t 

al 

til 



direct ) 




Amount 

capital 


outlay 

U 

! 









outlay 





■ u 



Rs 

Rs 



Rs 

Rs 

Rs 


Rs 


Rs 


1881-82 
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8S,33.4SS t 







1891-92 



5,40,80, 

,600 

4.41, 
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1900-01 

42, 

,36,85,381 

4.17,52, 

,399 

1,39, 

,82,264 2 

,77,70,135 

6 55 

1 

,59,32, 

,507 

33 

48 

1901-02 . 

43, 

,36,17,544 

4,17,13, 

,849 

1,40 

,52,528 2 

,76,61,321 

6 38 

1 

,63,04, 

,866 

33 

69 

1902-03.. i 

44, 

,47,24,541 

4,50,31, 

.888 

1,45, 

,85,408 3 

,04,46,480 

6 85 

1 

,66,85, 

,780 

32 

17 

1903-04 

45, 

,62,24,483 

4.69,59, 

,301 

1,53 

,44,3613 

,16,14,940 

6 66 

,71,05, 

,266 

35 

31 

1904-0S 

46, 

,61,94,235 

4.87,14, 

,153 

1,63 

,80,995 3 

,23,33,158 

6 94 

1 

.75,06, 

,668 

33 

63 
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48, 
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4.83,00 

,697 

1,72 

.05,038 3 
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6 46 


,79,51 

,330 

35 

62 

1906-07 

49, 

,99,44,965 

5.64.25, 

,895 

1,78 

,82,2853 

,85,43,610 

7 71 

1 

,60,99, 

,317 

31 

69 

1907-08 

51, 

,81,45,457 

5.34.85, 

,836 

1,85 

,33,659 3 

,49,52,177 

6 74 


,65,59, 

,965 

34 

54 

1908-09 

54 

,25,73,574 

5,53,87 

,242 

1,88 

,64,265 3 

,65,22,977 

6 73 

1 

,71 82, 

,694 

34 

06 

1909-10 

56 

,66,79.302 

5,67,45 

,171 

1,97 

,79,320 3 

69,65,845 

6 52 

1 

78 09, 

,594 

34 

86 

1910-11 

59 

,18,48,006 

5,76,90, 

,763 

2,03, 

,SS 535 3, 

,73,02,228 

63 


,87,17, 

,018 

35 

34 

1911-12 

62 

,26,44,732 

6.17.33, 

,379 

2,08, 

,52,245 4 

08,81,134 

6 56 

1 

,97,79, 

,736 

33 

77 

1912-13 

65 

,16,33,799 

6,81,48, 

,937 

2 17, 

,39,480 4, 

,64,09,507 

7 12 

2 

,07,97, 

,079 

31 

89 

1913-14 

68 

,24,49,109 

7.26.56, 

,987 

2,23, 

,58,023 5 

,02,98,964 

7 37 

2 

,09,82, 

,446 

30 

77 

1914-15 

71 

,02,23,681 

7,25,70, 

,732 

2.36, 

,40,695 4, 

,89,30,037 

6 89 

2 

,26,17, 

,979 

32 

58 

1915-16 

72 

,78,79,016 

7,38,50, 

,820 

2,51, 

,15.764 4, 

,87.35,056 

6 69 

3 

,32,49, 

,305 

34 

00 

1916-17 

74 

,25,48,506 

7,93,71, 

,193 

2.43, 

,35,474 5 

,50,35,719 

7 44 

2 

,26,12, 

,369 

24 

49 

1917-18 . 

75 

48,47,524 

7.78,93, 

.630 

2.53. 

,46.168 5 

,25.47,462 

6 96 

2 

,42,36, 

,041 

32 

54 

1918-19. 

76 

41,19,064 

8,27,50, 

,949 

2,58, 

,40,858 5 

,69,10,091 

7 45 

2 

,46,02, 

,434 

31 

23 

1919-20. 

77 

17,10,905 

8.99,39. 

,709 

2,86, 

,37,260 6 

,13,02,449 

7 94 


,34,88, 

,627 

31 

84 

1920-21 

78 

61,21,601 

9,08,05 

,2633.32, 

,26,9075 

.75,78,356 

7 32 

2 

,33 16, 

,179 

36 

59 

1921-22 

81 

21,29,312 

9,66,19, 

,2323,83. 

,16.643 5 

,83,02,589 

7 18 


,71.90, 

,861 

39 

66 

1922-23 

84 

57,23,103 

10,05,81, 

,180 

3,84, 

,72,007 6 

,21.09,173 

7 34 

2 

,84,74, 

523 

38 

24 

1923-24 . 

89 

33,66,370 

10,65.10, 

,765 

3,77, 

,48,0406 

87,62,725 

7 69 

3 

08,51, 

437 

35 


1924-25.. 

93 

58,45,079 

10,84,91, 

,247 

4.02, 

,93.202 6 

,81,98,045 

7 29 

3, 

,34,58, 

,636 

37 

14 


In round figures the productive major -works have cost 59'66 crores, ’ 
the protective rvorks 30‘14 crores, and the minor works have cost 378i 
crores, m all over 93 58 crores includingiioston larger works already incurred,* 
though the -works are not completed (1923-24) The total gross revenue is 
10'84 crores, while the net revenue is nearly 6'81 crores, the percentage of net 
revenue to total outlay being over 7i%, and the net profit to the state being 
‘3'34 crores. Reckoning from 1887, the total net revenue in the 40 years has 
more than paid off the total capital outlay on these works, and every year 
that goes on adds to the value and productivity of this great asset of the 
State in India. 

• The earher figures are so ineitncably mixed up with extraordinary grants that we 
have thought it unnecessary to append them 
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V. — Future of Irrigation Finance * 

These handsome results do not, however, suggest that we have 
come to the end of our programme of irrigation works. To get some 
idea of the further development of irrigation works in the near future, 
let us note in passing that schemes completed, but which have not 
yet reached their maximum development, are expected to add about 
100,000 acres to the record area irrigated in 1922-23 t e, 28 million , 
acres, and works now under construction will add, when complet- 
ed, another 2i million acres. Projects, moreover, are awaiting the 
sanction of the Secretary of State, which, if adopted, are estimated to add a 
still further 4f million acres , so that the maximum of area expected to be 
broughrunder irrigation m the near future will be 36 million acres, given 
double crops on some of these, the total irngated area may well rise to 60 
million acres or more The capital cost of these works sanctioned or to be 
sanctioned and completing may add between 511 to 75 crores, or a debt chargei 
at 5 p. c. of at the most i crores. If there is any loophole for unfavourable 
criticism in this chapter, it is m respect of the relatively high working charges ; 
and a note of warning would not be wholly out of place as to the likelihood of 
such vaunted projects as the Sukkur barrage in Sind not proving all they 
are expected to. To the capital cost mustalso be added an amount — say 45 or 
50 crores — for wells and their improvement The total irrigation needs -of 
India may be estimated to fall not much short of Rs IQfLcrores, which would 
add about 20 million acres to the irngated area, and over 100 crores to the 
value of the crops. This estimate, it may also be noted, is entirely independent 
of any other developments in canals, e. g. for navigation purposes. The 
whole of this sum cannot be spent out of revenues , though, if the programme 
were properly distributed over a period of 10 years, the total annual charge 
would perhaps not exceed Rs. 10 crores — a sum which may with little 
difficulfy be found from the current revenues, if the suggestions made in the 
foregoing chapters of the present section were adopted If, however, the 
annual charge on current revenues is limited to Rs. 5 crores, and the remain- 
ing 5 crores found out of monies borrowed by -the agriculturist from a state 
guaranteed land bank, there ought to be no difficulty m financing these 
projects And, if, m proportion as the revenue from the works grows, 
the loan operations are curtailed or -allowed with more advantageous 
conditions, the net burden even by way of interest charge ought to prove 
msignificant. 

We may close this discussion by a brief reference to the recommenda- 
tions of the Indian Taxation Enquiry Committee (1924 25) in regaid to the- 
irrigation dues. They consider that “ wherever possible the charge for water 
should be separated from the charge on land ” (para 138) But it may be 
doubted if they have given adequate consideration to the administrative cost 

*Cp D, G, Harris Iingattontn India, 1923, in the India of Today Seues, 
Vol III 

42 
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and difficulty m making this suggestion, “The minlmuni charge,” they 
further suggest, “ except m the case of protective works, should be the cost 
of supplying the water, that is to say, the cost of maintenance of the irri- 
gation works, plus interest on capital cost, and the normal charge should be 
a moderate share of the value of the water to the cultivator ” (Para 138). 
Admitting the equity of the base line or the lower basis for rate-making 
suggested by this Committee, it may yet be questioned whether their sugges- 
tion regarding the “ normal charge ” is equally just It is suggestions like 
these, not at all unknown in the official arcanaj whiqh make one hesitate 
between the relative advantages of well irrigation and canal. If the charge 
for the water supplied from government canals is to be a share, however 
small, of the crops raised by means of that water, the cultivator would cer- 
tainly be well advised to prefer his own well on his own bit of land to 
the large scale irrigation possible to Government enterprise And if Govern- 
ment must leave it open to the cultivator to take Government water or not, 
they will never be able to launch out on large scale irrigation, with any 
assurance of meeting the working cost and interest charges thereon. We 
think, therefore, the minimum suggested by the Committee ought to be the 
normal, an increase over which should be permitted only in such cases, 
where the clearest evidence is afforded of very considerably enhanced ability 
to bear the larger burden. The Committee themselves seem to have per- 
ceived the weakness of their suggestion, since they have admitted the excep- 
tion of those ryots who agree to pay a rate for a term of years whether or 
not they use the water. But we think it would be better still, if mstead 
of adding to such exceptions, the normal charge were itself made more 
moderate and reasonable. 



CHAPTER XI 


Railway Revenue 

I. — The Nature of the Railway Receipts 

As in the case of the irrigation dues, so here, a difference of opinion 
regarding the very nature and object of the railway enterprise is possible, 
and has long been a subject of a certain amount of heated controversy. The 
obiter dicta of eminent economists quoted in the previous chapter may well 
be referred to again in this, in support of our conviction that the railway 
receipts are largely in the nature of tax-receipts. Until the railway finance 
was completely separated from the central finances of the country as a 
whole, the difference of opinion was plausible ; since, if the railway receipts 
were treated at all as indistinguishable from tax receipts proper, the element 
of a charge for a specific service rendered, which undoubtedly is there 
in every railway rate and fare, will be lost sight of. Prof. Cannan would, 
of course, hold that if even a part of a given public revenue is truly speak* 
ing a tax receipt, then the whole of that revenue should be— justly treated 
as taxation. For our part, we consider that the railway revenues are the 
result of an effective, absolute, complete monopoly of the state, which leaves 
no option to the consumer of that service for an alternative, or did not, 
at least until very recent times , that there being no alternative, the sugges- 
tion that the consumer may save himself this tax-burden if he does not use 
the service at all is besides the point , and that the railway rates and fares 
are capable of, and have in fact been varied m the past, not in accordance 
with the changing qualitative measure of the specific benefit received by th^ 
consumer on strict commercial principles, but rather in accordance with 
the changing needs and requirements of the public exchequer , and that,! 
under such circumstances, there can be no question that the railway receipts 
are primarily in the nature of taxation. In criticising, moreover, the actual 
incidence of the rates and fares, the critic uses arguments and considera- 
tions, such as the use of railways in building up the industries of the country, 
which can only be met satisfactorily, if the receipts from this department 
were essentially in no way different from those other compulsory contribu- 
tions, exacted in virtue of the sovereign authority of the state, which we 
call taxes proper. The railway authority itself, in framing its rates and_ 
fares schedule, frankly follows the principle of charging what t he_trafiic can 
bear, and so applying the central principle of all sound systems of taxation, | 
VIZ. the abikty QlJjie.tax-payer to bear tha-tax.burden. ' 

Under these circumstances, we see no reason why the railway receipts 
should be treated apart from the ordinary tax reyqnues of the Government, 



Now that the Railway Budget has been separated completely from the 
ordinary budget of the Indian Government, the net surplus paid into the 
central treasury is frankly of the tax kind, though the Taxation Committee 
iiold — “ It IS an open question whether even the amount so paid is true 
taxation.” But they are content to include this portion at least within their 
reference. 


II. — History of the Indian Railway Finance 

Railway enterprise in India may be said to date from 1845, when 
private corporations were authorised to start the lines from Calcutta to 
Raniganj, by the East India Railway Company , Bombay to Kalyan by the 
Great Indian Peninsula Railway Company , and Madras to Arkonam, by 
the Madias Railway Company These companies, however, soon found that 
it was impossible to raise the necessary capital without some sort of a 
Government guarantee for some kind of a regular return. The Company’s 
Government, on the other hand, appreciated fully the advantages of linking 
up the chief centres of India by rail, from a military standpoint ; and they 
were thus not unwilling to listen to projects of lailway enterprise, if neces- 
sary at some sacrifice to the Government In a long and exhaustive minute, 
of 1855, Lord Dalhousie, the then Governor General, pointed out the 
immense political, strategical and commercial advantages expected from 
railway lines linking up the principal cities of India, and to that 
end drew up a comprehensive scheme of trimk lines to link up the 
presidency towns and the inland centres with one another and with the 
ports The board of directors appreciated the value of the scheme mapped 
out by the great pro consul, his arguments being driven home soon after by 
the mutiny, when the absence of lapid means of communications was 
severely felt.* It was assumed, not without some justice, that the ignorance 
of the nature of the venture would prevent the Indian capitalist from 
undertaking these projects, while it was clear that English capital would 
not be forthcoming m sufficient quantities m the absence of some guarantee 
of return i The Government, therefore, offered a guarantee of a minimum 
return of 5% per annum on the capital invested, in addition to giving freely 
all land requued for the construction of the permanent way, the stations, 

'It IS a curious point to note that while almost all tlie railways in England have 
been considered exclusively from the standpoint of commeicial gam, without much regard 
to the military factor m alignment and construction, m India, the militaiy factor has never 
been absent , and in some cases, as those of the Frontier railways, it was the dictating 
factor It is a proper question to ask in discussing Indian railway finance whether 
’•'the accounts of the two ought not to have been kept apart, whether a difierent treatment 
was not necessary from the beginning JMow. however, following a resolution of the 
Indian Legislative Assembly m 1922, the accounts of the so called strategic railways are 
. shown separately 

t That the first companies got excessively advantageous terms can be shown from 
the free grant of all lands added to the guarantee of 5% The lollow mg extract from the 
evidence of Thornton before the Parliamentary Committee of 1872 is interesting — “Ido 
believe unguaranteed capital \ ould have gone into India for the construction of railways 
had It not been for the guarantee Considering how this country is always growing m 
wealth, and that an immense amount of capital is seeking mvestmeni which it cannot find 
in England and goes to South America and other countries abroad, 1 'cannot conceive that 
it would persistently have neglected India ” {Dutt op cit p 354 J 
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sheds, sidings, etc. The interest was to be paid from the date the capital 
was subscribed , and, in order to eliminate the uncertainty of exchange, it 
was agreed that the proceeds from the revenues were to be converted into 
starling at 224. per rupee, and that interest on the guaranteed capital was 
also to he paid at the same fixed rate.* The Government retained the 
right of sharing equally with the companies the surplus profits whenever, 
they exceeded the guaranteed minimum, so that if the total profits amounted^ 
to 7%, 5% would go to the companies as the guaranteed minimum, and the^ 
remaining 2% would be shared equally. Government getting one per cent, 
out of T/o of revenue, and the companies getting 6%. The companies were 
bound at the end of 25 years to sell their railways to the Government on fixed 
terms, while during the currency of the guarantee. Government were to' 
exercise close control over the operations m India. 

It IS clear from this review that the terms were excessively unfavour- 
able to the Government. Once the principle of guarantee had been intro- 
duced, no capital would be invested in the railways without such a guarantee. 
And the guarantee once given, there was no incentive to the companies to 
economise. Whether it was the inexperience of the engineers, or the 
indifference of the companies, or the incompetence of Government officers 
who were to control the operations of the companies, the fact remained 
that the guaranteed railways were for a long time a white elephant on the 
Indian exchequer i The Government were by no means the last to realise 


‘Strachoy op cit p 121, sinnnianses the total public woils account thus - 


Total guaranteed lailway capital 
Gross receipts tlieiefiom 
Net leceipts therefiora 
Interest chaige 

Net Government receipts after payment of all 


£ 

97,728, coo 
12,065,000 

5.455.000 

4.599.000 

337,000 


II 

Total State lailway capital 
Gross leceipts therefrom 
Net receipts therefrom 
Net charge after paying interest 

III 

Total iiTigation capital 
Gross receipts 
Net receipts therefrom 
Net income after interest 


26,689,000 

2,175,000 

602,000 

608,000 


17,086,000 

1,357,000 

927,000 

76,000 


Total capital outlay 

Gross receipts 

Net receipts 

Interest charge 

Net charge on erchequei 


142,223,000 

15,597,000 

7.024.000 

7.219.000 
195,000 


fThe late Mr R C Dutt has collected a large number of extiacts from the, 
evidence of the highest officeis of the Government of India before_the Pailiamentary Com- 
mittee of 1872-74 to show the wastefulness of the guaiantee system See Indta in the 
Victorian Age, -p 35‘i et seq The following is, however, too emphatic to be omitted 
here In a minute, dated August 16th, 1867, Sir J Lawrence, the Viceroy wrote "It is 
estimated that while the companies will have to supply 81 millions for the railways now 
under construction, the Government contribution will be 7^ millions for laud, loss by 
exchange and supervision , 14J millions for interest paid in excess of net revenues , and 
4J millions in inteiest paid on those payments of guaranteed interest’’ (Dutt op cit. 



the costliness of the Indian railway system, and Lord Lawrence decided in 
1869 to construct new railways directly by the agency of the State from, 
funds obtained by borrowing or from current revenues In order to con- 
struct the State railways on a cheaper basis, a narrower gauge of 3-3" was 
adopted as against the S'-e" gauge of the guaranteed companies The 
additional charge involved by way of interest on borrowed capital was con- 
sidered by the Government of India reasonable price for the tax-payer to 
meet in view of the advantages of the railway system. The following 
table taken from Strachey’s “Finance and Public Works of India" indicates 
the progress made in this direction upto 1880. 


(In thousands sterling) 



Guar 

luteed Railways 


State Railways 

Year 

Cap 

Int 

Net 

Revenue 

Net 

Charges 

Capital 

Gross 

Receipts 

W E 

Total* 

1868-9 

79,168 

3,878 

1,966 

1.912 

553 

13 

30 

10 1,929 

1869-0 

83,911 

4,126 

2,618 

1,589 

744 

8 

9 

30 1,620 

1870-1 

87,689 

4,342 

2,557 

1.888 

1,193 

8 

9 

40 1,909 

1871-2 . 

90,183 

4,542 

2,877 

1,721 

1,838 

4 

8 

61 1,796 

1872-3 . 

90,631 

4,608 

2,554 

2.215 

3,252 

17 

11 

115 2,324 

1873-4 

91,354 

4,618 

3,241 

1,529 

5,606 

40 

46 

168 1,703 

1874-5 . 

92,442 

4,644 

3,455 

1,244 

8,620 

131 

86i 

284 1.483 

1875-6 . 

93,393 

4,638 

3,729 

992 

11,785 

290 

‘H 

410 1,305 

1876-7 

94,108 

4,659 

4,433 

278 

14,651 

272 

283l 

530 710 

1877-8 . 

95,431 

4,655 

5,397 

675 

18,636 

549 

421 

664 139 

1878-9 . 

96,445 

4,705 

4.023 

740 

21,964 

966 

734 

918 1,426 

1879-0 , 

96,794 

4,708 

4,924 

110 

24,644 

1,549 

1,215 

1,058 614 

1880-1 ... 

97,728 

4,599 

4,936 

337 

26,689 

2,175 

1,5731 

1,210 271 









Total 17,238 


On the combined railway account this gives a total capital outlay of 
/12+,417,000, and a total loss of nearly ;^17 millions sterling m 12 years, t 

* In the above statement Cap “^capital Int =mterest N R =net receipts 
R C =net charges G R =gross receipts W E ==\vorIcing expenses 

fThe above figures work out an average cost per mile of railway m India at 
— a cost far in excess of the English rail road construction when we consider that 
(1) in India the railway companies have bad a free grant of all land required, and (2) that 
they have had no preliminary expenses such as the English railway companies have had to 
undergo in obtaining Parliamentary sanction If all the land taken by railways upto 
1881 is included, the capital cost would increase by at least 25 nullions or which would raise 
the cost to ;fl5,000 per mUe, ' 





We may here close the first stage of the history of Indian Railway Finance i 
(1845-1880). During 35 yeais of intermittent activity, about 9,891 mdes of : 
railways had been constructed at a total loss of nearly 25 million sterling j 
without including interest on the accumulating loss. The guarantee system 
was proved to be wasteful in the extreme, and the alternative of direct State 
agency was substituted The loss involved in the new policy was demons- 
trably not greater than the loss involved in the guarantee system. But 
even assuming the loss as a fast diminishing quantity, it could well be treated 
as a reasonable charge on the tax-payer for the facilities obtained.* 

Ill — Second Stage of Railway Finance 1880-1900 


Though the moral and material progress report of 1873 had declared; 

" Railways are now almost completed, so that with the cessation of very heavy 
outlay on construction, the financial position may be expected to improve” 
yet the possibilities of new regions being opened up went on making 
continually increasing demands on the revenues and credit of India for the 
purpose of railway extension. The new policy of direct construction through 
the agency of the State received, soon after its inception, a serious set-back. 
The Government of India were obliged to borrow in the London market 
whatever their needs; and the heavy famine and war charges m the decade 
1870-1880 made it impossible to depend only on the funds that Government 
could conveniently spare for railway construction m view of the great advan- 
tages of a large railway system t For military reasons, many railways, originally 
started on the metre gauge by the State, had to be converted into broad 
gauge at a tremendous loss On the other hand, a reversion to the policy of 
mducmg private capital to take up railway enterprise m India was becoming 
more than ever difficult, as the Government were anxious to curtail their 
obligations in sterling as much as possible owing to a continued fall in the 
value of the rupee. A committee of the House of Commons had foimd in 
1 879 that the prosecution of productive public works would necessarily 
proceed very slowly if reliance were placed exclusively on the funds borrowed 
or spared by the state , and they had, therefore, suggested that the construe- 


* For a loDg time the loss on exchange was the most important factor of the deficit 
In the railway budgets The Welby Commission found that the railways would have been 

f rofitable much earlier, and certainly m 1894-95, If exchange were anywhere near the agreed 
gure, or even near Is 4d The charge on exchange alone ate up all the profits from 
1883-99 See para 198 etseq of the majority report 

f After declaring that the expenditure upon railways and irrigation works • 

” Though not remunerative In the aggregate, has upon the whole been beneficial to India • 
and that although considerable sums have been wasted and certain profitless schemes ' 
undertaken, the policy of continuing to borrow for the productive public works may, within 
the limits and restrictions hereinafter laid down, be continued " they then proceeded to 
indicate the limits which they fixed at million a year They advocated the 
substitution of nipee borrowing for sterling loans This amount of 2i millions a year was, 
of course, to be in addition to any amount required for the purchase of any railway company' 
and any money found or loaned for the purpose by the Indian States Any unexpended 
portion of any year’s grant may also bo regrantad m the following year m order to preveat 
waste involved in hasty constfuction. 





tion of public works, chiefly railways, from borrowed capital by the state 
should be limited to 2 5 million sterling a year, leaving the rest if required 
to be provided by private companies * The Secretary of State, in forward- 
ing the recommendations of the committee of the House of Commons, laid 
down . — 

' ' The question of constiucting new railways is to be considered on commercial 
principles No new line is to be undei taken, unless theie is good prospect of 
its proving remunerative, that is to say, unless it can be fairly calculated to 
pay within a minimum limit of five years fiom the date of the line being open 
for tiafSc, 4 per cent on the capital invested, including theiem all arrears of 
simple interest incurred upto that date, and also the capitalised value of the 
land revenue and of leave allowances and pensions ” 

The whole question of railway policy under the two alternatives of 
state construction vs private enterprise was discussed at length m the 
financial statement of Sir E. Baring 1881-82 As under the orders of the 
Secretary of State, issued m pursuance of the recommendations of the Parlia- 
mentary Committee of 1879, construction by the state from borrowed funds 
was limited to a maximum of £^2'5 millions, and as the possibilities of 
railway extension were evidently great, as shown by the repeated requests of 
the Indian and English Chambers of Commerce, I the invitation to private 
enterprise was unavoidable. Lord Cromer recognised the limits to the 
powers of the State m India, m view of the fact that the available capital for 
investment in railways was limited, and that shrmkage in the value of the 
rupee had made the Government of India naturally reluctant to add to their 
sterling obligations beyond what they could not help. Besides, even granting 


• up to 1880 certainly, and possibly upto 1900, no one m India seems to have 
appreciated the Importance of railways as means of industrial development by preferential 
rates as they did in Germany They thought of railways only as means (1) to transport 
food-stuffs, and thus relieve distress in time of famine, (2) to aid in the movement of goods, 
and thus add to the volume of the foreign trade of India , (3) to facilitate the transport 
of troops and mum Uons Thus Strachey said in the Financial Statement of 1880-81 "It 
is an unquestionable fact that the railways and railways alone were the salvation of the 
situation in Northern Bihar during ihe famine of 1874, and that they have again been the 
salvation of the situation m Madras during the famine of the present year ” Again, the 
Famine Commission of 1880 said "Until the whole country is more completely supplied 
with railways or canals by which food can be transported rapidly, cheaply, and m large 
quantities, to every part where severe want may evist, the possibility of some unusual 
demand for Government interference cannot be shut out ‘ ’ 

t In the financial statement of 1884-85 Sir A Colvin observes — "But if the new 
undertakings promise so well, where is the necessity for a Government guarantee ? One 
can understand Government coming forward in the infancy of a railway system, when 
everything as regards the future is m a state of complete uncertainty, and offering special 
inducements to the investors In the case of India, however, the experimental stage is 
past Experience has demonstrated the paying (sic ) character of the Indian railways , 
and at the present time specially, when the great difficulty is not to find capital for sound 
and profitable undertakings, but to find proper outlets for capital, private enterprise 
ought surely to be sufficient to supply India with the railways she needs The system of 
granting guarantees has created a wrong impression that without a guarantee the venture 
was too nsky Now, however, that the Chambers of Commerce both here and in India 
are urgmg the fact that the railways are a paying concern as a reason for the state 
committing itself further to their construction, the idea that they are investments involving 
so much more than the ordinary risks that a Government guarantee is essential should 
be exploded " It would be impossible to accept all these remarks m the light of the known 
facts of the case without question, but for the underlying vein of exquisite satire on 
those, who, without themselves risking anything, could yet urge the Government to further 
esertion in railway constmction. 



that the State could and should find funds for construction, there was the un- 
doubted difficulty that there was no means of ascertaining, independently, 
the commercial possibilities of a programme pul forward by the 
Governrrient. The Public Works Department preparing the project 
could naturally be not expected to emphasize the weak points ; while the 
absence of any sufficient engineering talent outside Government service 
would make any independent criticism out of the question The central 
Finance Department would naturally be powerless to prevent all possible 
waste, or to offer independent criticism On the other hand, he fully 
appreciated the difficulties of private enterprise. He was too good a 
follower of the laissez-fatre school not to realise the disadvantages of a 
private railway company, which would, m the nature of things, necessarily 
have a monopoly. The palliatives of private monopolies supervised by the 
State for the safety of passengers, and its power to fix the maximum rates, 
the right to purchase the whole undertaking after the agreed term, 
combined with the general power of supervision over construction and 
maintenance, would, he could not but admit, go a long way in minimising the 
abuse of monopoly 'It was characteristic of his time and training to feel, 
that as the railways were likely to be profitable to private investors, the 
latter would employ their profits more productively than the State. Apart 
from the unfortunate experience of frontier railway construction during the 
second Afghan war, there was no reason to assume that the State would 
employ its savings or profits less productively than the private entrepreneur. 
The need to economise or to employ its surplus productively is all the 
greater in the case of the State, which is constantly on the look-out to grant 
relief in taxation and to take up other more advantageous projects. Baring 
did not, moieover, perceive dearly the other disadvantages of private 
enterprise at the time he was discussing the question, practically all the 
most profitable regions of India had already been tapped by the guaranteed 
companies. The new promoter must necessarily feel that for him was left 
at best only second rate traffic to develop Consequently, even if private enter- 
prise in India had been willing to take up railway construction, the conditions 
of the day must unavoidably have acted as a deterrent Besides, a number of 
private railway companies competing among themselves for tiaffic would 
inevitably lead to cut-throat competition, intense and destructive rate war, 
which would be to the advantage of no party whatsoever And, m this 
summary of the difficulties in the way of private enterprise, he takes no 
account of the graver problems of the conflict between capital and labour , 
the question of preferential tariffs for selected trades or industries ; the 
chances of speculation, and even the danger of political corruption as 
apparent from the example of the United States. Then, as now, the only 
proper conclusion seems to be State enterprise, or subsidised and controlled 
private company, which could, after a given period, be purchased by the State.’*' 

* The first option to purchase a railway company was exercised by the Government 
of India m the case of the East Indian Railway Company in 1880 The purchase was 
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In view of these difSculties, once again recourse had to be had to 
another Parliamentary Committee (1883) which reported m 1884 This 
Committee suggested that the old distinction between productive and pro- 
tective railways should be abolished, the railways needed for the develop- 
ment of the country or for the protection against famine being constructed 
out of the famine insurance giant. In any case, the bulk of the railways 
should be self-supporting. Moreover, in place of the existing policy of 
providing what could be provided from the public revenues, the Committee 
suggested that a careful forecast of future requirements must be made before- 
hand, and then expenditure on railways alone should be so arranged as to be 
within the means of the Government consistently to be maintained. The 
Government of India had suggested a programme for the next six years, 
which the Committee found moderate and promising a fair return ; but they 
negatived the Government suggestion that ;^200,000 out of the famine 
insurance grant be hypothecated towards the interest payable on /ir25 
million railway capital. Such a diversion of the famine grant would, they 
thought, be entirely outside the scope of that grant. They permitted, however, 
the limit fixed in 1879 to public borrowing for this purpose to be raised from 
2| crofes to 3‘5 crores of rupees, leaving the responsibility of the amount 
actually to be borrowed each year on the Secretary of State. In any case they 
declared their emphatic opinion that the future extension of railways in 
India should not be at the cost of additional taxation ‘ 

following the Committee’s recommendations the policy of making a 
three years’ programme m advance was introduced, the programme of 1885 
being a little hampered by the frontier scare. The second triennial pro- 
gramme In 1889 contemplated an annual outlay of 2‘5 crores, which was 
mo dified in 1890 so as to include half of the unspent famine gra nt, while in 
Concluded ft oni p 337 ] 

earned out by ofeatiag an annuity as provided by the contract for 74 years lu favour of the 
company, equal In capitalised value to the amount of their share capital taken at the 
average pride during the three years preceding the purchase The price was settled at 
jflZS for 100 stock, and the interest was taken at £'4-6 0 per cent for calculating the 
annuity The capital being £26,200,000, an annuity of £ 1,473,0S0 was created giving the 
capitalised value at £32,750,000 The debentures of the Company amounting to £4,450,000 
were also taken over by the Government But the working of the Railway was again 
leased to the company, by one fifth of the purchase money being left with the Secretary of 
State, and a proportionate amount being deducted from the annuity On this sura 
4 per cent Interest was guaranteed out of the revenues of the railway The net 
receipts from the line, after paying all expenses including a contribution to the 
provident fund, were next subjected to these deductions — (l) the amount paid by the S S , 
on account of the anuuity , (2) the guaranteed interest to the working company, (3) interest 
on debentures, and (4) interest on ail monies advanced by the Secretary of State for working 
the line He was also to supply all needful capital foi the extension of the line, being 
paid interest as stated above The exchange m either case was to be at 22cl per rupee 
By this transaction Government secured a net gam of 25 lakhs in the following year 
(Cp Financial Statement of 1879-80) The other companies similarly purchased were 

1 Fastem Bengal Railway ,. 1884 5 Great Indian Peninsula Railway 1900 

2 Sind, Punjab and Delhi lSSS-6 6 Bombay, Laroda and Central 

3 L udh and Rohilkhand Railway 1888 India Railway , .. 1903 

4. South India Railway 1890 7 Madras Railway .. 1907 

Beyond the evils of obvious inflation of stock and surrendering a part of the future 
profits under the working lease, this agreement was not objectionable 

• See the financial statement of 1885-6 for a summary of the Committee’s recom- 
mendations. 
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1892 another additional | crore' was allowed. In 1895-6 the Committee’s' 
recommendations seem to have been utterly abandoned, as a three years’ 
progiamme costing in all 29 67 crores was fiamed and sanctioned. This 
programme did not include the borrowing by companies which had received 
no guarantee. Guaranteed companies were, however, precluded from borrow- 
ing. This ambitious programme had to be considerably modified owing to 
famine and frontier troubles, as also the next programme of 1899-1901 for 
22'33 crores. 

During the period (1880-1900) two new experiments in railway 
finance were commenced which deserve notice. Four unaided private 
companies were piomoted. the Nilgin Railway, the Delhi Umballa-Kalka 
Railway, the Bengal-Central and the Bengal North-Western, all of which, 
however, came to guef. The first became bankrupt ; the second and the 
third had to leceive guarantee, and the fourth could be kept alive only by 
leasing the Tirhut Railway to it. The second experiment was to try and 
induce the Native Stales to take up railway construction. The Nizam’s 
Government guaranteed the mterest on 330 miles of railway within 
the State of Hyderabad, which relieved the Government of India from 
considerable strain By the end of the century, 3,000 miles of railway 
were constructed in the Native States under any one of the various arrange- 
ments sketched above,’*' 

In 1893 was introduced the new expedient of the Rebate system to 
attract private capital. Instead of a minimum guarantee of mterest payable 
in gold, companies were offered a rebate on the gross earnings of the traffic 
interchanged with the mam line, so that the dividend might rise to 4 per 
cent, on the capital. As the new lines m most cases were branch lines, the 
system of rebate naturally suggested itself ; but the rebate was limited to 
20 per cent, of the gross earnings. Under this system three important lines 
were promoted : the Ahmedabad Prantij, the Southern Punjab, and the 
South Bihar lines.) The competition of the four per cent, trustee securities 
made the rebate terms unattractive, and they were further modified in 1896. 
An absolute guarantee of three per cent, was given, and in addition a share 
of surplus profits or rebate upto the full extent of the mam line’s earnings 
in supplement of their own net earnings, the total being limited to 3i per 
cent, on the capital outlay. 

IV.— Third Period of Railway History 1900-1920 

The practice of making triennial forecasts had now become established; 
and it was found that the steady tendency towards increasing the pro- 
gramme led to a much greatei strain than the finances could bear. A com- - 

* Eobertson’s report on the Administration of Indian Railways, 1903 At the 
present time the Native States Railway mileage totals about 9,000 miles 

t The Barsi Light Railway was started about this time on a 2 '-6" gauge to show 
the possibilities of that gauge in the poorer countries 

For a summary and criticism of the terms offered under the arrangements of 1893, 
see Robertson's report, para 132 et seq He seems tp have been in favour ofarpversjgq 
to the guarantee system. 



mittee appointed in 1907 reported that no definite limit could be assigned 
to the amount that could be remuneratively devoted to the development and 
extension of the Indian railway system , and that, apart from the then exist- 
ing lines, improvement of which was continually demanded, there was wide 
scope for the construction of new hues which would not only be remunera- 
tive in themselves, but would add materially to the prosperity of the popula- 
tion, greatly enhance the revenue, and largely develop the resources of the 
country With this view of the possibilities of railway development m 
India, it was inevitable that every effoit be made to push on the enterprise. 
There was now no danger from a steadily falling rupee, as the arrangements 
of 1898-99 had helped to fix the rupee at Rs. 15=;^1. The revenues bad 
for a series of years been showing a surplus, and the spokesmen of India 
were almost silenced by substantial remissions of the salt duty, and of In- 
come tax. Above all, the railways had definitely turned the coiner. For 
the first time in 1900 they showed a clear surplus after meeting all charges, 
including interest.! Owing to the extension of irrigation works in th^ 
Punjab and Sind, the great North Western Frontier Railway had ceased 
to be the Cindrella of the Indian railway system, and had become one of the 
most important gram lines of the world, choked with traffic at certain 
seasons of the year. The same tendency of rapidly increasing traffic, both 
passengers and goods, was observed everywhere, and the revisions of the 
contracts added substantially to the gains of the Indian railways. But the 
same factors which led to an increase in the receipts, also demanded con- 
siderable increase in capital expenditure. Costly works were necessary to 
double the track, improve equipment, provide better yards and terminal 
facilities, and increase the rolling stock. New demands for additional capital 
outlay were coming as much for improvements in the existing lines as on 
the new branch lines or feeders. Government modified their concessions to , 
branch construction m June 1910, offering an increase m the rate of guarantee ’ 
from 3 to Zi per cent., of rebate from to 5 per cent., and an equal 
division of profits when they exceeded 5 per cent. Lines of purely local 
importance, which, however, would serve to develop the districts where they 
were constructed, were encouraged to be constructed by the district boards, 
wherever their revenues were m a sufficiently flourishing condition to allow 
such construction. Madras is yet the most conspicuous province for the 
extension of this enterprise. 




• See cmd 4111 o{ 1908. 

t The profits h^ve since been continuously increasing except in 1997-0$, 
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V. — The Present Financial Position of Railways In India 

The following table shows the financial position of tho Indian 
railways 



[Coni}ntte4 on p, 34!j 
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vr.— The Railway Budget of 1926-27 

To bring these figures right upto the latest available date, let us note 
here the budget position of the Indian Railways, as unfolded to the Indian 
Legislative Assembly in February, 1926. 

The following table summarises the budget position of the Indian 
railway system — 


Receipts 


Expenditure 


1 Commercial Lines. 

Gross Trafiic Receipts 

Interest on Balance of 
Depreciation and Re- 
serve Funds . 

Government share of 
Profits iS-o from sub- 
sidised companies 

Miscellaneous Receipts 


Revised Budget 
Estimates Estimates 
(1925-26) (1926-27) 

(In thousands of 

98,86,25 101,35,57 


54,06 81,54 


34,69 34,34 

6,41 6,44 


1 Commercial Lines 
Worting Expenses , 
Surplus profits paid to 
Indian States & sub- 
sidised Companies. 
Interest Charges , 
Miscellaneous Charges 
Total Charges Com- 
mercial Lines , 
Gam from Commercial 


Revised Budget 
Etiraates Estimates 
(1925-26) (1926-27) 

(In thousands of 
rupees) 

63,87,41 65,18,95 


1,75,90 1,51.00 

23,37,74 24,67,74' 

35,50 75,69 


89,36,55 92.13,28 

10,44,86 10,44,61 


Total Receipts Com- Strategic Lines — 

mercial Lines . 99,81,48 102,57,89 'Woiking Expenses 2,04,94 

Strategic Lines ... 1,63,75 1,67,43 Interest Charge . 1,26,04 

Miscellaneous > 44 


Grand Total of Re- Net loss on working 

ceipts 101,45,23 104,25,32 strategic lines ... 1,67,67 


Net total gam from the entire railway system 
Revised Estimate Budget Estimate 

(1925-26) (1926-27) 

8,77,19 8,70,93 

Vll —Critique of the Railway Finance in India 


1.73.68 


Discussion and criticism of the Indian railway finance would be 
very much simplified if we take it under its two mam divisions of the ordi- 
nary revenue expenditure or the working expenses, and the interest charge 
on the capital invested ; and capital expenditure proper met from funds 
annually borrowed and invested m extension, improvement, or additional 
construction 
Conchided- from p, 34 

way Companies as shown m rupees in the accounts of these railways 
at £l=Rs 10, which was erroneously taken in stating the capital expenditure 
in previous Railway Admmistration 

Note — From 1913 14, the financial year, 1st April to 31st March, has been adopted for 
' reasons explained in the note 

) These interest figures are taken from the statistics of British India, Vol II, 
Financial Document No 1624 of 1922. p, 44, where a note reads — 

" The figures are taken from the annual Finance and Eesenue accounts of the 
Got emment of India, but the method of the distribution of the total debt 
and of the interest thereon between ‘Ordinary Debt’ and 'Debt in- 
curred for Railways’ &c has not been uniform and has been materially 
altered from the year 1906-7.” 

The later figures are from the decennial statistical abstracts. 
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Taking the revenue expenditure first, we find the Incbcape Committee 
on retrenchment, after reviewing critically the budget estimates for the 
railways in 1922-23, and comparing the same with the corresponding figures 
in pre-war days, coming to the conclusion that — ■ 

"We are of opinion that the country cannot afford to subsidise the railways 
and that steps should be taken to curtail working expenses in order te 
ensure that not only will the railways as a whole be on a self-supporting 
basis, but that an adequate return should be obtained for the large capital 
expenditure which has been incurred by the State We consider that, 
with economic working, it should be possible for the railways in India to 
earn sufScient net receipts to yield an average return of at least 5 J per cent 
on the total capital at charge The average return to the Stats during the 
three years prior to the war was 5 per cent , and in view of the fact that 
large amounts of additional capital are being raised at 6 per cent or over, 
we think a return of 5 J per cent cannot be regarded as excessive’ ' * 

The Committee were, indeed, convinced that if the Meston Settlement re ‘ 
the division of financial resources and obligations between the provincial 
and central governments m India had been defeated, it was because the 
railways were not keeping upto the mark assumed by the Meston Com- 
mittee. They then go on to review in detail the working expenses of the 

I collective railway enterprise in India, as well as of the individual railways, 
and find in every case an unconscionable increase of expenditure, without a 
corresponding rise in the service received m exchange for that expenditure, 
j The Retrenchment Committee w'ere told by responsible officers of the 
I railways concerned that a good deal of the increased expenditure was due 
to renewals and replacements necessitated by the unavoidable neglect 
of railway maintenance m war time, and partly also on account of the 
increase in the traffic on the lines due to the war, and its aftermath The 
uncertainty or obsoletlon Of the regulations governing the distinction between 
expenditure on such objects, which should be properly regarded as revenue 
expenditure to be defrayed out of the current income, and such as should be 
considered as capital expenditure to be met from borrowed funds or other 
capital resources. But even apart from this factor, the working expenses 
showed a steady and unpardonable rise due partly Ho doubt to the increase' 
m* the cost of the material , e. g , coal, whose cost per ton had increased in 
the period reviewed or compared by the Inchcape Committee by 54 per cent , 
while the average consumption per ton*mile had increased by 21%. 
Again, while the average number of miles run by each locomotive had 
diminished considerably in the same period, the cost of repairs per locomotive 
had increased from 56% to 246% in the case of individual railway systemSs 
The cost of repairs and renewals in the carriages and waggons department 
had similarly increased, from 1 14% m the Fast Indian Railway, to 388% 
in the Bombay, Baroda and Central India Railway system. Again, while 


* Indian Retrenchment Committee Repot t. Pari II, para 5. 
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the clerical staff had increased by some 28%, the technical staff had increased 
by 33%, besides the increases in the pay and allowances in the meanwhile. 
The war and its consequent inflation of staff everywhere, as well as its 
incidental laMty of control, explain in a large measure this increase ; and 
though Government tried to conceal or coubteract it by adding to the railway 
rates and fares by ad hoc surcharges in 1921, the estimates of increased 
yield from increased rates, &c , did not keep pace, and so the railway deficit 
went on growing and accumulating Proper economies m the operation 
of railways, however, were, strictly speaking, a matter of efficient 
control and suitable organisation , and the suggestion of the Acworth Com- 
mittee, therefore, gamed further support, from this purely financial reason, 
that the finances of the railways be separated entirely from those of the 
country at large. The old guaranteed railway companies having ceased to 
be of any importance, the proposal acquired additional significance , for as 
each guaranteed company’s term of contract expired, the company’s 
assets and liabilities were taken ovei by the State, and its accounts came 
under the State Railways Accounts, even though the railway system in such 
case was re-leased to the company for management on behalf of the state. 
The question of the relative merits of company vs, state management of the 
railways in India was for a very long period one of the most widely 
discussed matters in the realm of public finance in India The Acworth 
Committee of 1920-21 was particularly asked to advise on this very knotty 
problem, complicated as it was by the fact that the actual management of 
these companies was by Boards of Directors located outside India. The 
Committee was, however, divided equally on the general question, though 
they were unanimous m recommending that the then existing system 
of management by Boards of Directors m London should not be extended 
beyond the terms of the then existing contracts On the termination of 
the contracts with the East India Railway Company on the 31st December 

1924, and with the Great Indian Peninsula Railway Company on the 30th June 

1925, the question became one of practical politics , and the Legislative 
Assembly carried a resolution against the Government recommending that 
the East India and the Great Indian Penisula Railway systems should be 
placed under the direct management of the state on the termination of the 
existing contracts. The Government of India, however, were not quite 
fully convinced of the wisdom and profitability of direct state management ; 
and, while accepting the necessity of taking over direct management of 
the two systems whose contracts were then coming to an end, they declared 
their intention to continue their efforts to devise a satisfactory form of 
company domiciled m India to take these systems over eventually on a 
basis of real company management. These two systems, however, have 
been definitely brought now under direct state management , and the opinion 
may be ventured that the re-organisation of the railway control machinery of 
the Government of India, as well as the other changes in the financial 
organisation, have gone so far and so deep at the root of the problem, that 
this expression of Government opinion may safely be taken to be their last 
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tribute of loyalty to a lost cause which they had championed in the teeth of 
unanimous popular sentiment m India 

Besides this question of the main organisation for the general direction 
and management of the Railway enterprise of the State in India, there is 
the cognate and connected question of the organisation for actual, specific, 
detail control, especially in regard to the financial aspect of the Railway 
enterprise, as also from the standpoint of estimating the real service rendered 
by the railways. The Acworth Committee of 1921 recommended that . — 

(1) A new department of communications responsible for rail" 
ways, ports and inland navigation, road transport and posts 
and telegraphs, under a Member of Council in charge of 
communications, should be created ; 

(2) that under the Member of Council for communications there 
should be a technical staff, consisting on the railway side, of 
a Chief Commissioner and four Commissioners, and that of 
the four one should be in charge of finance and the organisa- 
tion and staff of the office, and the other three Commissioners 
should be in charge of three respective divisions, western* 
eastern, and southern , 

(3) that the technical staff attached to the Commission shotild 
be strengthened, especially on the traffic side.t 

The Government of India have not quite entirely accepted these re- 
commendations ; but they have accepted the principle of reorganising the 
old Railway Board, and in pursuance thereof appointed a Chief Commissioner 
of railways In November 1922* This officer made it one of his first duties* 
on appointment, to demand the sanction for appointing a Financial Com- 
missioner, which was given in the April following The Chief Commissioner 
is now responsible directly to the Government of India on all technical 
questions and matters of policy affecting the railways ; he is not liable to be 
overruled, as his predecessor, the President of the old Railway Board, was. 
His proposals for a complete reorganisation of the Railway Board, bar the 
style and designation, were accepted iP 1924, and the general control of 

* When the report of the Committee appointed to consider the general question of 
the separation of Railway Finance from the ordinary Budget of the State in India Game 
up before the Legislature in the September session of 1924, the question was raised, 

" whether as a condition of the acceptance of the pioposais by the Assembly, Government 
should not give assurances with regard to Indianisation, representation of Indians on the 
Railway Board and the purchase of stores for railways, and should not also give an 
undertaking that no railway should be handed over to a private company without prior 
approval of the Legislative Assembly. Government undertook that the arrangements for 
Separation should hold good only so long as the East India Railway, the Great Indian 
Peninsula Railway and the existing State-managed railways remain under State 
management, that no negotiations for the transfer of any of these railways to company 
management should be concluded until facilities had been given foi the discussion of the 
wtiole matter m the Assembly , and that, further, if any of the above railways were trans- 
ferred to company management against the advice of the Assembly, the Assembly should 
be at liberty to terminate the arrangements for sepaiation '' (Cp Annual Admimsiratwn 
Report for the Indian Ratlnays for 1924-25, Ch I, para 5 ) 

t See the Railway Admmistration Report for 1924-25, appendix p 9, 

44 
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railway policy and lailway finance has, therefore, come to be vested m this 
new creation. It is this department which prepares the Railway Budget, 
and as since the separation of the railway finance, there is a Standing 
Committee on Railway Finance in the Legislature, the control over the 
detailed financial administration of the railways in India is far more close 
than was possible under the old regime The new department has, of 
course, only very recently begun to function Necessarily it has not yet 
explored or exhausted all possible avenues of true economy in the railway 
finance, which the critics of the administration have again and again in- 
sisted on But there is reason to hope it will prove more successful than 
the previous organisation in the object of securing all possible economies in 
railway administration, both m the wider as well as in the narrower accept- 
ance of that teim 

Reverting, once again, to the scrutiny of the working expenses on 
the railways, the pretty general demand for an intensive policy of rapid 
Indianisation of the railway stafif is dictated, as much by the preception of 
the birth-right of the peoples of the country to find employment m their 
own enterprise, as in the realisation of cheapness consistent with efficiency 
possible by the employment of Indian staff in pieference to non-Indian. 
Under the pretext of efficiency in the service, the entire body of the superior 
railway staff used formerly to be staffed exclusively by Europeans and 
Anglo-Indians In the winter of 1922, the Upper Chamber of the Indian 
Legislature adopted a resolution recommending more intensive India- 
nisation of the staff, not only on the state-managed lines, but also on the 
lines managed by companies. Government accepted this resolution, though 
they pointed out that a more intensive demand for Indianisation on lines not 
difectly under state management might well be neglected, if not totally 
Ignored, by the companies concerned, in case the policy did not seem to the 
directorate of those companies to be iil consonance with the best mtefests Of 
their shareholders This last has, quite unexpectedly, proved one of the dead- 
liest arguments against the management of the Indian lailway systems 
by private companies, which would not. Conceivably, attend to such larger 
issues of national policy Progress has, no doubt, been made since that day, 
but even to day the position is by no means satisfactory ; for on the 1st Of 
April, 1925, out of a total number of 1951 superior or gazetted officer^ 
employed on the first class railways in India, only 328 were Indians, while 
1516 were pure Europeans, and 87 Anglo-Indians The first class railways 
had a total salary and wages bill of Rs 32,64,70,454 in 1924-25 ; but there 
is no means of ascertaining readily from the published annual administration 
report as to how much of this was due to the superior officers, and what 
percentage of it went to the Indians m the superior grades The expected 
economy from Indianisation cannot occur while the preponderant element, 
especially m the highest grades, consists of non-Indians , nor, it may be 
added, will the economy be complete and satisfactory, so long as the Indiah 
Substitutes for the present preponderant non- Indian agency continue to be 
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under the influence of those disproportionately high terms which have beer 
given to attract suitable non- Indian labour. 

Yet another item of larger policy, connected with the finances of the 
Railways in India, consists of the pnT-nha.se, storey fnr tho railways. The 
Inchcape Committee rightly pointed to the wastage and jjneconomy resulting 
from huge sums locked up in stores , and one of the decisive reasons, which 
eventually persuaded the Indian element in the legislature of the wisdom 
of a complete separation of the railway from the general finances of the 
country, was the possibility of making the railway authorities not so prodigal 
in indenting for stores, when they had no fear of their programme of extension 
or improvement being held up by the dead-hand of official accounting routine 
guillotining all unspent . grants at the end of each financial yeajr But the 
influence of the stores purchases for the railways was not confined merely 
to the possibility of retrenchment and saving in interest and other charges 
herein considered, but goes .much -deeper into the much I^ger question of 
the general industrial development of this country. Indian opinion has at 
last succeeded m persuading the Government of India -to utilise their 
stores purchases for the encouragement of the necessary industries in 
the country itself by a system of suitable preference in purchasing It is, 
mdeed, even now not quite true to say that all the stores requirements 
of the Indian Government are purchased in India of Indian production ; and 
the reflection cannot .be avoided, however regrettable it- may seem, that 
a Government, which had m its hands such a potent weapon of industrial 
development m this country for well-nigh three quarters of a century, cannot 
have used it to the best advantage, if, even to-day, not all their requirements 
for the railways could be purchased in the country itself, and of the country’s 
own production As it is, we must, however, record a slow but certain 
progress in this direction also ; and if only the officers concerned could be 
imbued with that zeal, which not frequently leads them tg prefer JBritmh to 
non-British tenders', regardless of the considerations of— mere monetary 
quotations,’^ there is no doubt that in a short time the basic industries for 
railway requirements m India will be established in this country. The 
bounties, etc., now necessary, and thinly disguised, in the annual administra- 

* Cp the remarks of the Indian Retrenchment Committee — 

" The High Commissioner has diawn our attention to the fact that indentors 
frequently tie his hands by lestricting him, m spite of his protests, to a particular manufac- 
turer or sources of supply This inevitably connotes the payment of higher prices than would 
otherwise be necessary, and the High Commissioner has furmshed us with several instances 
where large sums of money have been lost both to the Central and Provincial Governments 
astheresultof suchiestiictions, and also by indentors conducting initial negotiations with 
the representatives of particulai firms These practices are gieatly to be deprecated, and 
we recommend that ordeis should be passed strictly prohibiting them Private commuui-- 
cations between mdentois and suppliers should also not be permitted ’’ (Para 52, Part IV 
Ibtd) To those acquainted with the customary reticense of official language, this cannot 
but sound severe censure , and, if it means all that it implies, the practices must be far more 
questionable than the letter of the remarks would imply Every year, however, even now, 
the guaidians or spokesmen of the Indian commercial mteiests have to draw the attention 
of the Government depaitments concerned to discrepancies between the tenders received and 
the ordeis foi stores actually placed , and Government explanations, often amount to not 
§ven explanation, let alone a justification of the fine of action pursued, 



tion reports as burdens to the general tax-payer, may be admitted to be 
somewhat clumsy expedients to secure the ultimate end , but, in the absence 
of any others more suitable, we must accept even these to secure the aim of 
that degree of industrial development in InBia which is indispensable if this 
country is to take her proper place in the role of the leading nations of the 
world. 


On the side of the capital expenditure, though not strictly concerned, 
we may notice here briefly the mam problems involved These, after the 
war, were two. The experience of the war had laid bare the weakness of a 
system, in which a surplus of profits from the general conduct of the railways 
was declared, without any adequate or satisfactory provision being made for the 
renewal and replacement of the worn out parts. More satisfactory rules for 
making depreciation provision were thus the first necessity. Secondly, the 
ravages of the war, as well as the expectations of a post-war growth and 
expansion of business, demanded a provision for extension or improvement 
of the existing railway estate, which necessitated considerable capital outlay. 
It was thought unjustifiable to incur this capital outlay from the current 
revenue, whether it was m connection with the renewal and replacement of parts 
worn out, or m regard to the extension and improvement of individual lines. 
In order to guarantee a degree of certainty to the railway authorities in this 
behalf, a five years', programme was voted m the first Assembly (on the 
recommendations of the Railway Fmance Committee of 1921-2) aggregating 
Rs 150 crores, the sum to be distributed between making good the wastage 
and providing the necessary extension and improvement as may seem best.’®' 


' The same Railway Finance Committee had also recommended the 
separation, on specific lines, of the railway from the general budget ; but the 
[Assembly could not in 1922, nor even m 1923, make up its mind on this 
^crucial question. A^further Committee of the House was appointed to 
investigate into this matter, and it recommended that railways should make 
a net contribution to the general revenues of the country of 1% on the 
total capital at charge on the commercial linest. If there were profits' 
m excess of this, one-fifth of the surplus must be paid into the common purse. 
If the amount available for transfer to the railway reserve, after paying the 
above contribution, exceeded m any year Rs 3 crores, one-third of the excess) 
over 3 crores should accrue to the general revenues. This basis was acMpted 


* Cp the Annual Administration Report of Indian Railways for 1921-2, p. 4. 

t On the 13th February. 1922, a resolution was moied m the Council of State 
, recommending the separation of the accounts of the “military nr-strategic lines” from those of 
the purely commercial lines, and the profit or loss on tha former should.be credited or debited 
to the military department, and also that further capital outlay on such hues should be charged 
to the Army Department Government accepted the first, but negatived the latter portion of 
this resolution The entire railway enterprise is, therefore, a collective concern, though since 
1922, the wording of the so called strategic lines is separately shown The only comment 
on to, we feel it ssary to add here, is that there is not a line of railway m India which 
would really be said to be due wholly and solely to commercial considerations, whether m Its 
inception, aii|nnieiit or operation, ' i? 
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by Government*, and since 1925, therefore, the Railway Budget is entirely 

sepa rated from the general Budget of the country on thes e lines. 

* Cp The Text of the Resolution for Sepaiation of Railway Finance- 

Resolution regal ding the separation of Railway from General Flnan 
ces, adopted by the Legislative Assembly on the 20th September 1934 


“ This Assembly lecommends to the Governor General m Council that in order to 
relieve the general budget from the violent fluctuations caused by the incorporation therein 
of the railway estimates, and to enable railways to carry out a continuous railway policy 
based on the necessity of mailing a definite return to general revenues on the money ex- 
pended by the State on Railways 

(1) The railway finances shall be separated from the general finances of the 
country and the general revenues shall receive a definite annual contiibution 
frohnailways which shall be the first pharf^n the net repeipts of railways ~ 

(2) The contribution shall be based on the capital at charge and working results 
of commercial lines, and shall be a sum equal to one per cent on the capital 
at charge of commercial lines (excluding capital contributed by companies 
and Indian States) at the end of the penultimate financial year, ■plus one fifth 
of any surplus profits remaining after payment of this fixed return, subject 
to the condition that, if in any year railway revenues are insufficient to provide 
the percentage of one per cent on the capital at charge, surplus piofits in the 
next or subsequent years will not he deflmed-4o-ViavR - accrued for purpos es 

of filv isinn S’lBh hse 'hoon morlo gnnfi , 

The interest on the capital at charge and the loss m working, strategic lines 
shall be borne by general revenuc^and.shall c onse quently be deducted frpm 
the contribution so calculated in order to arrive af the net amount payable 
from railway to general revenues each year , 

(3) Any surplus remaining aftei this payment to general revenues shall be trans*, 
ferred to a railway resene , provided that if the amount available for transfer 
to the railway reserve exceeds in any year three orores of rupees, only two- 
thirds of the excess over tliree crores shall be tranferred to the railway reserve, 
and the lemainmg one thu-d shall acerue to general revenues 

(4) The railway reserve shall be used to secure the payment nf th e annual ' 

hiit inn fo -gop eral revenue s , In^rovida —Lf nec.essai-v. arrearfi nf depwim-i tinn 
ftnd-£at-iu nhng dmvq^nd w “ ‘‘ ’ 


E os ition Q f-cailwavii ia~Qrde 
e imqiroved and-rates-may- 


(5) Th^railway -administration shall be entitled, subject to such conditions as 
may be prescribed by the Government of India, to borrow temporanly from 
the capital or from the reserves foi the purpose of meeting expenditure for 
which there is no provision or insufficient provision in the revenue budget 
subject to the obligation to make lepayment of such borrowings out of the 
revenue budgets of subsequent years 

(6) A standing Finance Committee for Railways shall be constituted consisting 
of one nominated official membei of the Legislative Assembly who should be 
Chairman and eleven members elected by the Legislative Assembly from 
their body The members of the Standing Finance Committee for Railways 
shall be ex-opficto members of the Central Advisory Council, which shffil 
conMst, in addition, of not more than one further nominated official member, 
SIX non-official members selected from a panel of eight elected by the Coiiocil 
of State from their body and SIX non official membfiis selected fiom a panel 
of eight elected by the Legislative Assembly from their body 


The Railway Department shall place the estimate of railway expenditure before 
the Standing Finance Committee foi Railways on soma date prior to the 
date_ foi the discussion of the demand for grants for lailways, and shall, as 
far as possible, instead of the expendituie programme levenua show the 
expenditure undei a depreciation fund cieated as pei the new rales for - 
charge to capital and revenue , 


(7) The railway budget shall be presented to the Legislative Assembly if possible 
in advance of the general budget, and separate days shall be allotted for its 
discussion, and the Member m chaige of railways shall then make a general 
statement on railway_accomit3 and working The expenditure proposed ;n 
the railway budget, including expenditure from the depreciation fund and 
the railway reserve, shall be placed before the Legislative Assembly in 
lOmUnued on -b 350 
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The financial results, under the new dispensation, may be summarised 
as follows — 

The total earnings of all railways m 1924-25 aggregated Rs. 11475 
crores , of this, the railways of the Indian Government accounted fot a total 
of 10r5596 crores, against the working expenses for the same of Rs, 62‘9078 
crores, including depreciation. After paying interest on Government capital 
(21'27 crores), as well as on capital furnished by companies (2‘67 crores), and 
deducting the land, subsidy and other miscellaneous charges of Rs, 16*31 
lakhs, a gain was left of Rs, 13*12 crores From this the Government 
contribution was calculated to be 6 7697 crores leaving Rs, 6*3513 crores to be 
carried to the railway reserve. The Government contribution was made up 
as follows : — 

t lfo on the capital at charge in 19?3-24 
1/5 of the surplus of Rs 4 S013 crores 
1 /3rd of the excess profits ovei 3 crores .. 

Total 

Less losses on the stiategic lines 
Total net contribution to the State 


Conchtded from i) 349} 

the form of demands for grants The form the budget shall take after 
separation, the detail It shall give and the number of demands for grants 
into which the total vote shall be divided, shall be considered by the 
Railway Board in consultation with the proposed Standing Finance Coni’ 
mittee for Railways with a view to the introduction of improvements m 
time for the next budget, if possible 

(8) These arrangements shall be subject to periodic revision, but shall be provi- 
sionally tried for at least three years 

(9) In view of the fact that the Assembly adheres to the resolution passed 
in February 1923, in favour of State management of Indian Railways, these 
arrangements shall hold good only so long as the East Indian Railway and 
the Great Indian Peninsula Railway and existing State-managed railways 
remain under State management But if, in spite of the Assembly’s resolu- 
tion above referred to. Government should enter on any negotiations for the 
transfer of any of the above railways to company management, such nego- 
tiations shall not be concluded until facilities have been given for a dis- 
cussion of the whole matter in the Assembly If any Conhact for the 
transfer of any of the above railway to company management is concluded 
against the advice of the Assembly, the Assembly will be at liberty to 
terminate the arrangements m this Resolution 

Apart from the above convention this Assembly further recommends — 

(») that the railway services should be rapidly Indianised, and further that 
Indians should be appointed as Members of the Railway Board as early as 
possible, and 

(ft) that the purchases of stores for the State railways should be undertaken 
through the organisation of the Stores Purchase Department of the Govern- 
ment of India ’ ' 

• "This, however, does not represent the payment that will have to be made ulti- 
mately to the State in connection with the profits for the year 1924 25 The capital of 
the State invested in commercial lines at the end of the year under report amounted to 
approximately 577 crores, and the 1 per cent contribution on this will amount to 5 77 
crores The total gain after payment of interest charges on commercial lines in the year 
under report amounted to Rs 14 70 crores, leaving a balance after payment of the 
1 per cent contribution of 8 93 crores The State has to receive one-fifth of this, or 1 79 
mores, the total contribution thus amounting to 7 56 crores In addition to this there 
will have to be paid one-third of any surplus over 3 crores that will remain available 
after paymg this contribution from the revenues of the year 1926-27 If the net revenues 
of 1926-2? at all approximate to the figures of 1924-25, the actual contribution from 
the commercial lines in respect of profits of the year under report will be approximately 
g’94 ^rores,' ' 4dfmntsfra(ton Re^rf of 1924-5, Ch. 2, 


Rs 

*= 5 4042 crores 
= 0 9003 
= 1 6756 

= 7 9801 „ 

= 12104 

= 6 7697 



The separation of the railway from the general finances also made it 
possible to provide a proper and adequate depreciation fund This fund is 
at present applied only to state-owned railways, though its institution on the 
company-owned lines will involve no alterations of the arrangements now in 
force, as between the Companies and the Government The broad principle 
adopted was • — 

" That revenue should pay for the cost of replacing or renewing property to the same 
standard of effectiveness as first provided out of capital funds , and that only when 
theie was a genuine improvement of that standard should a measurement of the 
betterment, determined m many cases by elaboiate formute, be met from capital 
The depreciation fund will be credited annually with the amount equal 
to the total expenditure to the end of the previous financial year on all units of 
each class of asset, which credit continues year by year in each case until the 
period assumed for the normal life of each unit has expiied At the end of the 
assumed normal life of each unit the depreciation fund will thus have received 
credit for the original cost of each asset ”* 

Vni. — Railways and the General Economic Development 
of India 

Twenty years ago, the railway policy of the Government of India 
used to provoke considerable criticism, as on the whole the railways showed 
a deficit t Since the beginning of this century, however, the railways, as 
already observed, have turned the corner j and so the sting seems to be 
taken out of the chief criticism against them People are apparently more 
willing now to admit the advantages of railways to the commerce as well as 
to the revenues of the country, and less inclined to find fault with or exag- 
gerate the weak points of the railway administration of the past. I In a 
work of this kind, however, we cannot afford to lose sight of the perspective. 
Viewed in their proper perspective, the past errors, if any, and the present 
advantages, such as they are, appear to be no more unusual than can be 
expected under the circumstances. In this section, therefore, we shall 
consider the effects of the railways on the general economic development of 
the country 

At one time it was thought that after the Government of India had 
helped to construct the chief trunk lines, linking up the principal centres of 
inland trade with the sea ports, there would be no need for further outlay on 
railways which would cause the tax-payer anxiety, beyond, of course, the 

* Gp 6 & 7 of the Admtmsfratton Report 1924-5 

t It was estimated before the Welby Commission that the net total loss to the Statb 
On account of the railways since their inception had amounted to Rs 51 84 crores by 1896\ 
Possibly the total net loss by the end of this century and including the loss m 1908-09, would^ 
not exceed Rs 60 crores The net income since 1900 would exceed the loss thus incurred 
Mr Chandnkaprasad m his work on the Tiidjim jRai/wirys computes this loss, upto the end 
of 1919-20, to be Rs 58 07 eroras, to which if we add interest at 4% compound interest, 
the aggregate loss would be Rs 346 06 crores Cp op oit Appendix Sen 

} See the Mmute of Lord Dalhousie 1853 and the moral and material progress report 
of 1873 (already quoted) See also the evidence of Sir A. Cotton before the Parliamentary 
Committee of 1872-74 
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necessary expenses of the maintenance and improvements of the lines already 
constructed, and possibly their branches * 

The Famine Commission of 1880 considered 20,000 miles of railways 
all over India to be quite sufiScient for the purposes of commerce as well as 
famine relief Lord Curzon ambitioned to have at least 25,000 miles of 
regular track t The idea that there would be some pre destined limit to the 
extent of railways needed by the country was first assailed, some 60 years 
after the commencement of railway enterpnze in this country The Com- 
mittee of 19081 was the first official body definitely to pronounce that no 
limit could be assigned to the extension of the railways in India beyond the 
natural restriction of available capital And truth to tell, the idea of pre- 
determined limit seems to be absurd m the case of an enterpnze which 
must necessarily expand with the expansion of the industry and commerce 
of the country Any estimate made, and limit assigned, in any given year, 
on the basis of trade needs then existing, is bound to be exceeded or prove 
inadequate a generation latei, when the expansion has been found to be much 
greater than was anticipated § Besides, m the case of railways, they bemg 
themselves the most powerful factors in the opening up of the country, the 
calculations, if made without any allowance for the effects of a projected line, 
are certain to be upset by the effect turning round and becoming the cause. 

While, therefore, we cannot determine the extent of railway require-' 
ment of a country by its population or trade statistics at any given date , 
while we cannot say that India ought to have three times the railway 
mileage of the United States, because her population is at least three 
times as great ; or that she should have one-fourth of the railway mileage 
of the United Kingdom, because her total volume of foreign trade is 
one-fourth that of England , we must at the same time abandon the 
hope of assigning a definite limit beforehand which would be quite adequate 
for all time to come, or even for a generation. At the present moment, 
for example, we seem, mspite of our 38,000 odd miles of railways, || to want 
considerable railway extension to link up Burma with India and open up 
Burma ; to Imk up Delhi, the capital, with Karachi, the nearest port, by a 
direct broad gauge line, to connect the metre gauge system of the Northern 

' Before the Acworth Committee on Indian railways, the bulk of the Indian public 
opinion, judging from the evidence, seems to have been m favour of rapid additional con- 
struction The pendulum seems to have swung round from the days when the annual protest 
against railway expenditure was as regular an item m the budget discussion as that against 
army expenditure The explanation is to be found m the greater earning power of the 
railways combined with the growing force of the commercial interests For this [pomt op 
In particular, the evidence of the Indian Merchants’ Chamber and Bureau, 

t Cp 'La\s.tVxsssT’s “ India under Cttrsson and after ” It was among the first 
twelve objectives held before his mind’s eye by Lord Curzon that the railway mileage in 
India be raised to 25,000 

t Cmd 411 of 1909 already referred to 

§ In this connection one might cite with advantage the railway effects in the United 
States, especially in opening up the Middle and far West 

B This does not represent the total miles of railways available in India, This Is the 
length of single track Including double track and sidings, the total Indian mileage would 
not be much short of 42,000 
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and Southern India ; to join up India and Ceylon by a railway bridge 'I'his 
programme if carried out might mean anything from 5,000 to 10,000 miles 
ttiore at a probable cost of not less than 50 crores, And even this pio- 
gramme may have to be exceeded, long before it is completed, by the possibi- 
lity of a good commercial railway from Baluchistan or Afghanistan to 
Persia, and thence, through Mesopotamia to Egypt, and through Asia Minor 
to Turkey and Europe 

But while we must give up the idea of setting a rigid limit in advance 
to the total construction, we might yet criticise the individual projects from 
a financial stand-point. Not all the railways of India have been con 
structed wisely or even economically The North-Western Frontier Railway 
was for a long time a w'hite elephant, and m all probability would have 
continued to be a source of heavy dram, but for the opening of waste lands 
in the Punjab by means of the Punjab irrigation works The much desired 
direct broad gauge connection between Karachi and Delhi, whatever its 
political expediency might be, is likely to be a source of considerable loss, 
running as it must through the desert tracts of Rajputana The railway 
through the Khajak and Bollan Passes has been constructed at such a 
heavy cost, that the critic might well say the whole line “ has been ballasted 
with rupees ” Examples of this nature can be multiplied to an alarming 
extent. They all show that mere commercial considerations have not 
exclusively influenced railway construction m India There is no need 
to deny the military and political necessity and importance of the railway 
There is no occasion to assert that no railways should be constructed for 
other than commercial reasons. Considering, however, the railways as a 
commercial proposition, and admitting the underlying hypothesis that sooner 
or later they are expected to pay all charges in connection with them, the 
critic of the Indian railway system might well pronounce against them. 
Those railways, at any rate, which are reasonably expected to beai all their 
own charges, may be constructed from borrowed funds; but the attempt 
to construct those railways, also, which, there is no leasonable ground to 
hope, will pay their own charges in a reasonable time, from borrowed funds, 
is apt to involve the whole railway policy in an unfavourable and un- 
necessarily Indiscnminating criticism. If the military and political railways 
have to be constructed, let them be frankly shown to be a net charge, and 
not a possible source of revenue Any unexpected profit — as in the case 
of the North-Western Frontier Railway — may be treated as a windfall, or may 
be earmarked for similar other projects The suggestion, therefore, which in the 
past used frequently to be made, that all necessary, but productive railways 
should be constructed out of the borrowed funds, has even now not lost all Its 
importance. And it would be a great Improvement In our railway finance, if 
all military or political railways are charged to the mihtaiy budget entirely.’'' 

• It IS not among the least of the offences of military finance in India that many 
items, truly military, are not shown m the military budget proper, e g , Interest and Rail- 
ways. See the resolution of the Council of State le the Separation of the accounts of 
the strategic from those of the commercial tines, already referred to Since the separation 
bf the railway finance, the above suggestion is not of material importance any longer, 

45 



354 


Tlie point may indeed be well urged against the entire railway policy 
' of India that the mad haste to construct railways has rendered the autho« 
f rities in India utterly blind to the possibility of alternative means of 
j coniniunications, which, being cheaper, would be more suitable to Indian 
conditions It has been said that m England the canals have a past but no 
futuio The rivalry of the railways has killed the inland navigation in 
England But we in India cannot afford always to follow the example of 
England in such matters In England canals have ceased to be important, 
not only because of the ruthless railway competition, but also because the 
rivers are small and lelatively shallow, and would not admit of large ocean 
going vessels getting water sufficient to navigate In India our rivers are long, 
broad, deep, flowing, at least in Northern India, through a plain, which would 
lequiie no veiy great cost to maintain. Besides, for our inland and coast- 
ing trade at any rate, the average size of the vessel is by no means so great 
as to be inadmissible for river navigation. If navigation canals had been 
constructed in Northwestern India wherever there are now railways,- 
India might possibly’have escaped half her present public debt, at the same 
time that the facilities to trade would have been as great and more suitable. 
The bulk of Indian trade consists in the movement of raw materials and 
food stufis — bulky articles which would certainly find railway rates more 
burdensome than water carriage ’ 

Then, again, it is always more profitable to run railways when there is 
alaigeload in a single consignment, with through long distance haulage, than if 
the tiam load has to be made up by small bits of traffic, collected in driblets, at 
innumerable small stations 1 The waste of railway stock alone that is 

* This suggestion was made, among others, by the late Mr Gokhale in his evidence 
before the Welby Commission, though his line of reasoning seems to be different from 
that adopted in the teirt He felt that the depressed condition of Indian finance, coupled 
With the fact that India had already (1897) got the most important lines completed, 
suggested that the heavy programme of further construction must really have been 
undertaken under pressure from the English mercantile classes, and not in the true 
interests of India Perhaps this criticism would not be sustained if aimed at the general rail- 
way policy of India, though at the time be was speaking, and in cases of individual 
projects even later on, the criticism had more than a grain of truth in it It stung because 
It was true Sir D E Wacha suggested that the railway account be kept altogether 
separate, as under that system new projects would be more likely to be considered on their 
true commercial merits than by secret wire pulling , and that further borrowing neces- 
sitated by such projects would depend more on the commercial possibility of the venture itself 
than on the ability of the tax-payer to bear the interest charge The evidence before the 
Welby Commission of these two gentlemen on railway finance is very instructive The Maokay 
Committee of 1918 recommended a triennial programme of railway construction costing 
Rs 12 crores, and suggestmg that the required funds be obtained by diverting a part of the 
rupee coinage profits which went to the Gold Reserve Fund The recommendation is 
obviously objectionable, and the Cbamberlam Commission on Indian Currency and Finance 
has definitely pronounced against it It Is now of no practical importance See also 
the present writer’s Trade, Tan-ffs and Transport tn India iov a more detailed study of 
the effects of railway rates, on the economic development of India, and contrast of the 
same with the actual or possible charges on alternative means of road or water transport. 
Cp also paras 152-155 of the Acwoith Report on Indian Railways (1920-21) 

I Water carnage is so much cheaper than rail that it has been estimated that a 
ton of goods costs as much to carry from the Cape to Southampton by Sea, as it would be 
to carry the same load from Southampton to Manchester It stands to reason, smee on 
the waterways— -whether on the ocean or even On the river-— there is no Outlay necessary for 
the construebon and maintenance of the permanent way, at least as compared to similar 
outlay on the railroad The outlay on locks, docks, warehouses, harbour works, dredging, 
etc., would all be more than Set Off by the railway outlay on stations, sheds and sidings. 
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necessarily involved m such a method is enough condemnation of the costly, 
even though more rapid, means of communication.* Now, in India, the aveiage 
size of a consignment is much smaller than m England, and infinitely smaller 
when compared to the average consignment in the United States Railioad 
transport is cheap only on a large scale The development of road transport 
is now far more promising, after the advent of the motor lorry, in India 
with its small consignment and short distances, than railway transport could 
ever have been expected to be.t Yet in spite of the obviously better 
alternatives, there is so far no indication that the Government is alive to 
the possibilities of road or water carriage The suspicion seems unavoidable 
that the vested interest of the railways would not permit any alternative 
means of communication to be developed, if it is at all likely to thieaten the 
profits of the railways J And the danger of this enormous vested interest 
is all the greater, because it forces the contrast or conflict of interest 
between the state and the community too painfully to escape notice or avoid 
criticism for a long time. One may, of course, easily understand why the 
the State in India with its enormous capital liability, and its one good 
asset the railways, should be unsympathetic towards any suggestion likely 
to upset their results of patient, painful labours in connection with the 
railways. But assuming that there are great possibilities of an expansion 
in traffic ; and assuming further that it is possible to classify traffic so 
that the railways are assigned the heavier or more valuable traffic which can i 
bear higher rates, reserving for the alternative means of communication the ' 
more bulky, but less paying traffic, there is no good reason for the State in 
India to look askance, even now, at any suggestion for diverting the energies 
of their transport department to other channels in place of the railways § 

In spite of these disadvantages, it has been claimed that railways have 
proved of the greatest possible advantage to India, economically speaking. 
Appeal IS made to the increase in the value of imports and exports, to the 
growth of traffic on the railways, and the amount of earnings of the railways. 
When, however, we analyse the trade or traffic returns, when we study the 
the details of Indian exports and imports, the opinion seems to be not at aU 
unreasonable or unfounded that the Indian railways have done nothing to 
* It IS a well known experience that it pays better m Ameiica to have long trams, 
huge wagons, and powerful locomotives, because of single tram loads available in such liiige 
units in that country In England, on the other hand, the relatively smaller consignments 
collected from a number of places, necessarily make railway facilities deal ei than in America, 
and yet the profits of the railway companies are much lower than in the States In India 
of course there can be no comparison See Acworth's Railway Economics 

t See however the chapter on ‘Road Transport’ in the present writei’s Trade Tat iffs 
and Transjiari in India It may be added that the cost of road transpoit there analysed 
would now show very considerable retrenchment 

t Cp Paras 153-153 of the Acwortli Report on Indian lailways relating to block 
rates and the destruction of the Indian ports and consequently of the coasting trade, owing to 
the invidious policy of railway rata making 

§ Strachey calculates the advantages of railways to the Indian people by pointing 
to the difference in the cost of the transport by carts and that by rails As an economic 
argument it is worthless, or only invites the retort that the saving would have been much 
greater, if, instead of railways, oui waterways had been developed to the same extent, since 
water carnage is ever so much cheaper than rail carnage See the evidence of Sir Aithiu 
potton before the Parliamentary Committee already referred to, and lus larger woik, 
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foster the Indian industries and develop the Indian commerce in the right 
direction It has been the common and most deploiable feature of the 
foreign tiade that we export chiefly law materials for foreign manufactures, 
and foodstuffs, while we import manufactured articles from abroad. The 
railways have, if anything, intensified this undesirable feature of our foreign 
commerce Admitting that the fixing of railway rates is an extremely 
complex question, and that the ascertainment of the ultimate effects of any 
particulai rates on the total commerce of a country is too difficult for clear 
observation, w-e may nevertheless observe that railway rating has an 
important eftect on a country's industrial development * While some rail- 
ways in India have been restrained no doubt by the fear of competition from 
inland watei transport or from coastal shipping, on the whole the tendency of 
railway rates has been to divert traffic from one Indian port to another, 
rather than to make a careful examination of the effects which the rata 
imposed w'ould have on the total cost of conveying the goods to their ports 
of foreign destination, and, therefore, on the ability to compete with products 
from rival sources Within India, also, the late seems to have been so 
arranged as to afford special facilities for raw materials to be conveyed to a 
port for export, 1 It is no doubt true that exportable materials, being in 


* The Acw ortb Committee of l')20-21 was appointed to investigate the question of 
State M Company management of railways The terms of reference, however, could, if they 
would, admit of their discussing the alternative means of tiansport, especially as any sug- 
gestion of alternatnes would mean regulation of tiafBc, and that m its turn would mean a 
much more efiective state control than is the case to day With the exception of Sii A 
Cotton of inigation fame, there has been hardly any ofdcer of distinction during the whole 
period of Bntish rule ID India, who had advocated water carriage for this country, at all 
corresponding to the inland water communications of France or Germany Cotton was, 
of course, an enthusiast, and offered to link up all important centres in India by water, if 
some of the money spent on railways were turned over to water tiansport See his evidence 
before the Pailiamentary Committee already referred to Replying to Mr Lloyd, Cotton 
explained the apathy towards water carnage on the ground of jealousy of the railways The 
one defect of monopolist state enterprise under existing constitution is that it renders the 
state lethargic, and often interested on the wrong side When it fancies its interests attacked, 
the monopolist state can be as obstinate and unreasonable as any private capitalist. Thus 
though the Prussian state railways were once the admiration of the world, it had latterly 
come to be observed that that railway administration was averse to introducing the most 
up-to-date facilities or comforts on the score of cost, and that it had consequently lagged 
behind If that could be said of the Prussian Government, the remarks in the text about 
the Indian Goveinment cannot be considered at all unjustifiable 

Since the publication of the first edition of this woik, there has been very consider- 
able activity on the part of Indian students of the economic problems affecting their country, 
particularly in regard to a careful study of railway rate making Amongst the most consi- 
derable might be mentioned the vvoik on Indian Railways of Mr Chandnka Prasad, a 
retired Traffic Superintendent, and of Mi SC Ghose specially devoted to the problem 
of rate making Mr Jagtiam s vvoik deals with the general problems of railway finance, 
while Mr S N Haul's Bconoimct of the Shipping Industry provides annAmiia-hle mono- 
graph on rate-making in sea-transpoit 

f In Germany, France, Belgium and Austria-Hungary, lailway rates were a powerful 
weapon for industrial protection or special developments Thus in Germany, to develop 
. the colonies, all expoi ts of agricultural implements were rated equally as per space or w eight, 
thus giving an advantage to the exporter of bulky materials occupying a lot of space, though 
of little weight, as they were charged at his option according to weight As early as m Octo- 
ber 1884, the Railway Counul m Germany were instructed to observe the following principles 
in charging rates State Railways should grant preferential tariffs (a) to assist agriculture 
and industry by granting cheap rates foi raw materials or subsidiary materials, (6) to assist 
Geiman manufactures in competition with foreign importers at home, and to assist German 
export trade abroad , (c) to assjst German ports in competition with foreign ports , (ti) to 

ICoifimfied on i>. 3^7, 
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large quantities, admit of consideiable economies, from the standpoint of the 
railways in the use of rolling stock, haulage charges, terminal expenses, etc., 
and that theiefore railways can quote for them better rates, without intending 
any undue preference for one class of traders against another, or for Europeans 
against Indians. But until the railways, no less than the Government, 
accept the fundamental principle, that in futuie the country’s efforts would 
be directed towards making up our own raw mateiials to the most finished 
state possible before export, there would be difficulties and discontent 
against any rates that the railways might charge ; and Indian industry cannot 
be said to benefit from the railways as much as it is entitled to The 
Industrial Commission has laid down the principle that railway rating, so 
far as it affects industries, must be such that internal traffic should be rated 
as nearly as possible on an equality with traffic of the same class over similar 
distance from the ports , and though this principle must admit of several 
exceptions, it is the only safe guide if Indian industrial development is to be 
the first consideration of the railway administration in India. 

The foregoing criticism is based entiiely on general consideiations of the 
governing policy in connection with the railways Points of detail, even when 
they are not irrelevant, suffer from the great 'disadvantage of being inappli- 
cable except at a given moment Besides, criticism in detail is often 
directed against accomplished facts, and as such has the additional demerit 
of being ineffectual We have, of course, no desire to minimise the importance 
of such ciiticism Contemporary politics would be impossible if points of 
detail, merely because they are details, are to be rigorously excluded But in a 
general exposition, such as is attempted here, it would be undesiiable to attach 
too much importance to details, if for no othei reason, because such a 
course would be likely to make the reader or the student lose the 
sense of proportion We shall, theiefore, barely content ourselves by 
a mere mention of those points of details, which, indeed, must have 
been telling in then own day, but which now seem to be somewhat 
stale. Thus the whole system of guarantee may be condemned, not 
because no guarantee was at all necessary, but because the high 


Concluded from p 356] 

look after the Intel est of German railways and waterways m competition with those of 
foreign nations (see appendix 4, page 316, of Kirkaldy and Evan's History and Econcnmcs 
of Tiansport) In India the railways, commenced as famine relieieis, were continued as 
military or political adjuncts, and are developed as necossaiy aid to foreign commerce, 
They have yet to be regulated as an importaut engine of industrial development 

The Acworth Committee recommended a Railway Rates Tribunal, which has only 
just materialised after a delay of 5 years The constitution and powers of this tiibunal 
leave it open to question if it will ever succeed in getting the Indian Railways to pay that 
close, sympathetic, interest to the development of Indian industry, which ought to be the one- 
great aim of such a vast state enterprise The policy of making the central exchequer 
depend in no inconsiderable measure upon surplus piofits from the lailways, now adopted, 
makes it still more doubtful if the cential government will ever be made to utilise the 
railways for this purpose, ev'en if it should mv'oh'e some sacrifice of revenue 

*The Industrial Commission {para 371) mentions the case of the lates on raw hides 
which are 50 per cent less for ports than the internal rates, thus handicapping the Indian 
Jeatljer industry 



guarantee actually given inevitablj' involved wasteful construction, besides 
burdening the Government with a heavy interest charge over a long period, 
and thereby precluding them from taking advantage of any subsequent 
improvements in their credit and the consequent possibility of easier borrow- 
ing (b) With the single exception of the Indian Railway Company, the 
repurchase from the guaranteed railway companies was not effected on thd 
first e\puy of the contiact The renewal of such contracts, even when they 
were quite favourable to the Government, may well be said to have unjusti- 
fiably alienated a substantial portion of the public revenues for private benefit, 
(c) The price paid on repurchase to the companies was in every case on the\ 
unjust basis of the market value of the stock at the date of the purchase, 
which was therefore naturally inflated to the prejudice of the Indian 
Government Apart altogether from the wastefulness engendered by the original 
guarantee system, this display of generosity by the Government of India 
cost the tax- payer from one fourth to one third more of the capital actually 
invested, and the assets really obtained for the money by the Government. 
While the contracts lasted, the companies had been afforded every concession 
that the temerity of the promoter could demand, and the influence of the 
directors with the Goveinment of India could secure * The system of 
crediting the profits every half year was another specious advantage of 
the kind which might well have been protested against by the spokesmen of 
Indian public opinion The present system of releasing the railway, even 
after its acquisition by the Government of India from an expiring company, 
IS still a ground of strong criticism against the general policy concerning the 
railways But as that point is more closely connected with the larger question 
of the nationalisation of the railways in India, we shall reserve it for discus- 
sion in the next section 

If the obtaining of a steadily growing revenue surplus from the 
collective railway enterprise of the state, without imposing an unjustifiable 
strain on the country’s industry or commerce were the only concern, the 
authorities concerned cannot rightly claim that they have exhausted all likely 
channels of such an increase, without making the railways a burden to the 
country. In the years immediately following the world war. Government 
went on blindly adding to the rates and fares, which, instead of increasing' 
the revenue in proportion, actually resulted in a rapidly rising deficit If, 
however, instead of this stupid, suicidal policy, they had endeavoured to 
make their railways really more attractive to the public and more service- 
able , it they had graduated fares more scientifically, and charged the rates f 
much more truly according to the capacity of the traffic to bear the rate,' 
the revenue would have grown by itself The authorities, however, are 
slow to realise the possibilities of such a traffic as that furnished by the 

* The Government ot India in their lU-balanced budgets after the war committed the 
stupid mistake of increasing in effect the railway rales on such important industrial require- 
ments as coal and coke If Government were only in need of revenues, and the railway 
rates were the only means to increase their revenue, why not levy a surcharge on all 
rail borne trafSc proportionately? In the absence of such a policy. Government ca,qnot but 
invite suspicion as to their ulterior motives 
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gircrwing number of foreign tourists. India is still a paradise for foreigners 
Why not get from them a full price of their pleasures in the shape of 
special railway rates, of course not without special facilities ? Again, on 
the nearly 65 crores of passengers travelling by Indian railways, a com- 
pulsory system of insurance against accidents on the railways would easily 
add 4 crores to the railway receipts,’’ without the addition in any way 
proving a public burden. 


IX —Railway Nationalisation in India 

The question of nationalisation of railways has quite a different 
significance in this country from what it usually has in England or the 
United States for example Our railways have practically all been^ 
constructed by Government funds, either by guaranteeing private capital 
when first it was invited for railway investment, or by direct borrowing by 
the Government for such purposes There was, therefore, never any 
question in India as to ownership At the present time, since the old 
guaranteed companies have all been bought out in a sense, our railways are 
national property , and from the purely financial stand-point they make 
definite contributions to the public purse But the question of nationalisa- 
tion nevertheless occurs in India as m other countries, though not in the 
same form, because of the Indian Government’s liking for private enterprise, 
and because of the prevailing system of releasing the systems for working by 
the companies themselves on payment of a portion of the profits, and the 
consequent evils of a private Board of Directois fixing a policy of railway 
management, not always in the best interests of the country \ The inevitable 
conflicts between the Government Department — the Railway Board — told 
off to look after the railways and the actual managing authorities of the 
railways; the complaints of the traders about undue preference to some lines of 
traffic and of obnoxious rates to others , the complaint by the employees ' 
about unfair treatment , and a number of other kindred evils led to 


* At the rate of 1 anna per passenger travelling, though, of course, in actual practice 
the charging would have to be much more exact and actuarial, taimg into account the 
distance travelled as well as the class travelled in. and the amount insured for the last 
might be a fixed amount, as the ;fl,000 insurance scheme by newspapers m England 

t In a resolution of the Government of India, dated the 19th February 192S, they 
have announced a new policy for the construction of branch and feeder lines, not hhely to 
be remuneiative “The Acworth Committee had commented severely upon the system under 
which the money required for financing the construction of branch and feeder lines to be 
constructed and worked by State owned railways was raised, and pointed out that this 
system, while it has enabled lines to be built that otherwise could not have been built, had 
no other merit, and recommended that the Government, so far fiom approving of the 
continuance of this system, should aim at reducing the number of existing companies The 
Government of India, in the resolution referred to, have abolished the previous system . and are * 
now prepared themselves to find the capital required for the construction of extensions or 
branches to existing mam systems In the same resolution. Government also announced 
their readmess to consider the question of coustmcting branch or feeder lines, which were 
not expected to be remunerative from the point of view of railway earnings, upon a guarantee 
against loss from a local government or local authority which might desire to have such 
lines constructed for purely local reasons, or on account of administrative advantages likely 
to accrue m particular areas." (Report by the Railway Board on Indian Railways for 
W24~2S para 8 ) 
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the discussion of this subject The subject was raised in the Imperial 
Legislative Council in 1915 by an Indian member, himselt afterwards 
a member of the Bombay Government. It was suggested that 
on the expiry of the present working leases, the Government should 
take over the management as well as ownership of these railways, 
which should in future be conducted as a public department of the state. 
The Government invited public opinion on the matter, and afterwards 
appointed the Acwoith Committee to advise on that question That 
Committee was equally divided , but the Legislative Assembly has com- 
pelled the Government, as we have already seen, to adopt the policy of 
direct state management in respect of the lines whose term expired recent- 
ly.’* The stock arguments of the state being unfit to conduct such a depart- 
ment, in spite of seventy years of blunders and experience, were heard 
in this country as much as m the United Kingdom, m addition to the more 
responsible apprehensions, voiced by some thinkers, about the impossibi- 
lity of realising all at once the different ideals and mutually destructive 
benefits expected from state management We are told, for example, that 
if the railways are to be conducted in the hands of the state as a revenue 
concern, it would not be possible at the same time to obtain low rates for 
the trader, and better wages for the employees If revenue is not to be 
prime consideration, then the state, we are told, seems to have made the 
best possible arrangement from its stand-point by leasing the working to 
the companies Expert knowledge is obtained at relatively insignificant 
cost to the Government as represented by that portion of the profits which 
are paid over to the managing company. The Government, moreover, 
escapes the mertia which would, so it is urged, undoubtedly follow if they 
became the managers as they are the owners of the railways Not with- 
standmg the force ot these arguments, it cannot but be felt (1) that 
the arrangement of leasing railways for management to pirivate 
companies obviously costs the Government a share of the profit, and 
the directors’ fees which might well be an addition to the public revenues. 
The additional work on the railway board will be very little if the 
management is taken over along with the ownership, and the possibilities 
of a national outlook would be much greater. The apparent conflict of 
mterests between the railway employees if turned into public servants 
and the general trading public, Is, though not entirely unreal, still a dis- 
tant contingency m India When it does occur, there is nothing to prevent our 
enacting special legislation to govern the employees m such Services of public 
utility, as they have done in the United States and in the Dominion of 
Canada, and thereby to minimise the chances of a conflict which would 
result in serious losses to the public. Complete abolition of this possible 
danger is, of course, out of the question, so long as nationalisation is adopted 
in one branch of a country’s economic life only *, but we can help by such 
legislation to reduce the occasions of conflict, and to lessen its mtensity when 

• The practice of chooemg Railway Directors from retired high officers of the 
Government of India is even now quite commo 



one , actually occurs. The conflict of interests between the tax-payer and 
the^trador is, as far as we can now see, likely to be more serious. The 
Indian railways are a paying concern now, and everybody expects them 
mpt^nally to assist the exchequer in the future^ The railways are alho re- 
90gni.sed to fbe excellent weapons of affording substantial, though disguised, 
assistance to local industries It is more than probable that the demand for 
a readjustment of the railway rates in India, so as to favour the local 
manufactured, would, in the immediate futdre, assume a very serious shape. 
The ’state management of railways would naturally make the demand 
more intense and less easily appeasable than if the railways were managed 
by the companies. Readjustment of rates, which would not take into 
accouilt even' the cost of operating, might conceivably involve some loss, and 
Consequently the expected relief to the tai-payer might be substantially 
reduced."' This is indeed a serious contingency. But the differentiation 
between fbe tax-payer and the trading public is not quite accurate, and 
the assumption based on such a differentiation may quite possibly not 
Work out in practice as per expectations Besides, the railways are likely 
to add to' their profits by reduced rates or readjusted rates, rather than lose, 
Ss' much frohi an inevitable expansion of business, aS from the higher 
dharges on selected' articles intended to be discriminated against The 
Indian railways ’cannot yet be said to have 'reached what in economic theory 
would be called the limit of working on the principle of mcteasing returns,' 
There are possibilities of considerable reductions m the working expenses, 
fn getting the fullest service from the men and materials engaged , and,' 
therefore, thd assiimed conflict, even' if it does take place, is likely to afford' 
i solution not at all hostile to the principle of state management of our 
railways. On the Other hand, it is too patent a fact to need any laboured 
arguments to support it, that a truly national policy in railway management 
is not to be' eifiJected so long as we have boaids of directors, located 
in a place not amenable to the authority of the Government of India , sd, 
long as the custom' of selecting directors from among' the influential retired 
public 'servants of India continues Whether it" is the question of the 
treatment of the third class passengers, who provide the bulk of the pas- 
senger traffic, and also the greater portion of the earnings on that traffic , of 
it fs the qhestiori of the treatment of Indian labour in the railways , or 
the adjustment of rates for the benefit of Indian traders, or the provision 
of efficient well- equipped workshops and factories in India for the supply 
of railway plant and mateiial, — our railways will not afford the full benefits, 
direct and indirect, that might be ligitimately expected from them, unless 
th'^ey are, managed directly by the State, This aspect of the case outweighs, in 
our opinion, all the conceivable disadvantages of state management, even if 
every dne of them should materialise. We have yet to learn to look upon the 
Railways aSjSOmethmg more than military convenience and commercial facili- 
ties; someth mg in addition to a source of revenue to the state, and of employ-' 
ment to a' considerable section of -the population. This wider purpose of 
the railway will not be acomplished with piivate management and absented 



directors, with indifference to public interests and insoIeriCe to the trh,v6l- 
Iing public Adopting such an attitude as regards the existing railways, 
we would, of course, support the suggestion that all further coaStrilCtiOn 
should be earned out directly by state agenCy without an interttiediary to 
create a powerful vested interest which might conceivably be' difdcUlt to 
deal with at a later stage. 


On the whole, then, we must pronounce m favour of a policy of 
railway nationalisation in the sense in which it is applicable to this country. 
The railway revenue in the future, if properly handled, would not only 
afford a surplus sufficient to construct the additions absolutely neces- 
sary, but also to provide enough margin to undertake the necessary irri- 
gation or navigation canals in aid of, or as a relief to, the railways. This is 
altogether besides the indirect advantage of the railways to-day m provid- 
ing industrial technical trammg and experience, m assisting the trade and 
industries of the country, in developing parts which are yet undeveloped. 
It would be a considerable relief to the public exchequer m the construction 
of railways, if the policy of encouraging local bodies to build their own 
local railways on a less ambitious scale out of their own resources on their 
own credit is developed considerably more than it is at present."’ In the 
grave problems of social reform, which have already made their appearance 
in crowded cities like Bombay or Calcutta, where national interests 
demand imperatively that congestion should be remedied at the earliest op« 
portunity, the construction of light railways or tramways would prove an 
indispensable adjunct of the reform movement. But it would be an un- 
justifiable waste of public resources, If such construction is handed over tp 
private companies uncontrolled by the municipal or district authorities, and 
would involve a deplorable, because avoidable, Inequality in the distribu- 
tion of wealth, which sooner or later would bring dire consequences in itS' 
wake.f Out of the possible present requirements of 50 croresi for addi"| 
tional necessary construction, it is not an exaggeration to say that 12i crored 
to IS ctotes at least can be provided from local funds over a senes of 10 year^, 
If only the local authorities were properly to develop their local power of taxa- 
tion and borrowing, and the exploitation for theit own benefits of their local- 
tesources. Besides, under such an arrangement the local bodies will 
judge' for themselves, and would be obviously more competent to make a 
suitable decision as between the possible alternative means of communica- 


t Cp. bn this question of civie transportation, the work of the present writer and 
Miss G. J Bahadurji, called the "ComMuMH, PhtteHoHx aUd Fhotmi of’ln^fari 
■ UttfHCipahties ” Part III. 

1 1 have left unaltered this figure of 50 croreU as in the first ediUon; though in th» 
interval the first lieglstative Asseriibly had voted a fiVfe ye'arU'^ non-lapsmg grant of I5tf 
CToreS. The remarks of the Indian Retranchnieitt Cotamltteere^rdlag the'dayOiit of; thOStf 
monies provide sufiaeient justification for the opinion that not all monies invested in railwaW 
ooiiStmEtioti, eitiensionOrimproVemeirt, of a capital ealegoty, arfe'Well spent, and thah 
therefore, the monies spent behvewi930 and 1933 real*? pfoadda-fio inti^or JUdgliJBJBW 
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tion : a new light railway, a navigation canal, or a fleet of motor lorries 
on improved roads, in the light of local conditions and requirements. The 
resources would thus be econoipiSQd m the best possible manner and with 
the greatest possible benefit. 

The question of separating the railway budget from the general finances 
of the Government of India would, if realised, add materially to the rapidity 
and expense of construction It seems unlikely, under the existing finan- 
cial position of the Governmept of India, that such a consummation would 
,Jbe reached m the pear future. But even if it were accomplished, and new 
railway construction were to be judged on the collective result of the existing 
enterprise, we would still consider it advisable not to hasten construction 
pntil the alternative means of transport have been fully considered,* 


These remarks are also left unaltered as from the first edition of this work, though 
in the meanwhile the principle of separating the Railway from the general budget has been 
accepted and acted upon. The apprehension expressed in the text is stfll far from ground" 
}e93, 



CHAPTER XU 


The Incidence and Distribution of the Burden of T^xatioji , 
in India 

I —The Method and Basis of Computation 

The problem of computing the distribution and actual incidence of the 
tax burdens, m India seems to be regarded^ as absolutely Tiopeless by the 
authorities concerned under the present state of our 'statistical tpaterial. 
The Indian Tax'ation Enquiry Committee, as well as the Ecohomlc' rn’qtllry 
Committee proper, practically agreed in holding it to be impossible to tackle 
this problem at all satisfactorily * The necessary material for such a basis 
consists m considering it in correlation with some idea of the average Income 
in the country, including the source from which it is derived ; m having the 
standard of living, and particularly of an irreducible minimum necessary 
for bare subsistence , in examining the general distribution of wealth in the 
community, in the form of incomes chiefly, without, however, ignoring 
entirely that form of capitalised wealth which consists of propertied 
assets , and, finally, in taking into account the use made of the revenue 
receipts by Government, which has the most intimate effect upon the 
taxable capacity of the people of a given country. We can ascertain, with 
a fair degree of accuracy, the last element in the calculus ; but all the other 
factors are, officially at least, unknown. Unofficial and unauthorised attempts 
have no doubt been made for a scientific computation of the wealth of 
India and its distribution,! but so long as the Government would not accept 
• Says the Taxation hnquiiy Committee (para 479) — 

“ What they are duected to'do 13 to “compare the shares borne of the existing 
total burden of taxation by different classes of the population, and it was added 
m the original order appointing them that it would be ‘ within, the terms of 
reference to institute such an inquiry into the economic condition of the people 
as they might consider necessary for their purpose and to report on the adequacy 
of the material already available, mating suggestions as to the best manner In 
whicn It might be supplemented and the most suitable agency for a wider 
economic inquiry The latter part of these instructions was subsequently 
transferred to the Economic Enquiry Committee .... Prom a perusal 
of the report of the Economic Enquiry Committee, however, it does not appear 
that this is a matter fpr regret On the subject of the existing materials for 
such an inquiry they say that, as regards Estimates of Income, Wealth etc no 
satisfactory attempt has been made m British India to collect the 
necessary materials on a comprehensive scale, and again that existing material 
IS not sufidcient to enable an estimate to be framed regarding the economic 
conditions of the various classes of the people or of any administrative unit or 

t There is not an absolute dearth of any information on this most intereshng subject 
Parliamentary Committees and Commissions have more than once touched the fringe of 
this subjec,, both under the regime of the Company and during the direct administration 
under the British Crown The most recent and perhaps the most notable may be mentioned 
as that of 1874-76 of which the late Erof, Fawcett was a distmgmsbsd msmber Maj 
Baring, afterwards Lord Cromer, is reported to have made an^jSshmate'^ this.sorti as 
early as 1.S82, under Lord Ripon , while the regime of Lord' Curgon was j^nd^red j pot^hie 
by another attempt of the kind in 190;?. The results of both seem to be disappointing m ,^he 

[Continued on 363^ 
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' or exppse the results of such unauthorised private investigation, however 
ejnmeht the names attached to such investigation may be, we can scarcely 
■ be justified iij giving suph evidence an importance co-equal W4tb official 
and authoritative material on the subject. 


U.— Official Computation of the Incidence of Taxation 


Before we discuss more fully this most interesting subject, let us note 
the rough-and-ready way in which such official material 
Excise as there is even now in existence deals with the question. 


Provincial Rates, 
Customs 
Income Taxes, 
Ifegistration 
Schedule Taxes, 

^ Land Revenue 


The marginally noted items are tahen, m the statistical 
abstracts of the Government of India, to constitute taxes 
proper , and the burden of taxation is given alternatively, 
including land revenue, as well as excluding land revenue. 
The actual burden on this basis is given in the following 


; table 


2 11 8 
2 13 10 
2 15 0 
2 13 7 
2 13 10 


It Will be noticed that the official computer is doubtful even as to the 
Burden of Taxation per head propriety of including the land reve- 
r T figutos befdro giving au ' estimate 

of the real incidence of the tax- * 
burden in India, let alone those other 
forms of revenue, which, nomi- 
nally income of a non tax form, are 
in reality indistinguishable from taxes 
proper. We have already adduced 
reasons why we consider the income 
from the Post Office and the rail- 
-ways, as well as the water rates for 
Government irrigation works, to be 
__ __ really in the nature of taxation, and 

^ 'though we do not consider Opium revenue, tributes from native states, 
^and forest -dues 'to be taxation proper, we cannot but add the depart- 
'mental income in the shape of fees for petty services, and the < income 


Year 


1901-02 
J911-12 
l‘9I2-13 
,‘1913-14 
1914-15 
19-15-16 
.1915-17 
1917-18 
' 19-18-19 
-1919-20 
1920-21 
‘ 1921-22 

1922- 23 

1923- 24 

1924- 25 


1 10 


3 10 
3 11 
3 IS 


Vfrom specific cessps, e. g, that on cotton entering Bombay City, to be truly 
' of the same -nature as taxes, strictly so called. Official calculations, 
therefore, of the true burden of taxation in India are entirely misleading ; the 


-'-more so as they give no indication of either the basis, the capacity for 
- bearing these taxes ; nor do they coi relate the income received with the 


burdens to be supported by each such income. In other words there is no 
Concluded from p 364} . 

extreme to those who held fast to the legend of growing prosperity of the Indian people 
during the British era Mr Dadabhoy Naoroji was the first Indian to tackle this subject in 
his Poverty and UnBritish Rule m India, while of late there have been further additions 
to the literature On the subject The Science of finance by Mr Findlay Shirras is, though 
not officially official, a fair specimen of the official view, while the Wealth and Taxable 
Ccriiaciiy of the present writer and Ills, colleague K J Kambatta may be taken 

to be a specimen of the popular Indian opinion, as also the similar work of Messrs -VVadia 
and Joshi The negative contribution of theEoonomic and the Taxation Ehmiry Coinniit- 
tee? has already been mentioned. 
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attempt at comparing the real burden of taxation, no perception, in fact, of 
the true nature of taxation, which is a deduction from the wealth of in- 
dividual citizens compulsanly exacted by the state in virtue of its sovereign 
authority. Further, this method of calculating tax-burdens makes no 
allowance for those other burdens, which, imposed by purely local governing 
bodies, amount to no inconsiderable proportion of the total burden falling 
on each citizen. For purposes of comparison such a calculus is worse than 
worthless, whether the comparison is with regard to the relative burdens 
at the different periods of Indian history, or with regard to the relative 
position in different countries. 

III.— -The Findings of the Taxation Coipniittee 


The findings of the Taxation Committee on this matter may also be re- 
viewed m this coimection with advantage. That body was not so entirely 
unmindful of all the factors indicated above as the Government of India seem 
to be. They opine, at the very outset of their investigation on this Jioad, 
that " the problem bristles with difficulties, for, as Professor Seligmen has 
pointed out, the mcidence of taxation is one of the most complicated subjects 
m economic science, and it is rendered more so m India owing to the lack of 
any reliable statistical material on which conclusions can be based.” ’’ On 
this premise, the Committee go on to consider the specific difficulties of 
the problem, and expose the fallacy of the popular conception which con- 
siders that the taxable capacity of any community could be easily determined, 
if only the average income per head in such a community is first ascertain?^. 
But this basis is impossible to fix within 10% margin, even in such 
countries as England, where statistical material is about as .perfect as hgs 
been attained in any other land. In other countries of Europe, statisti- 
cally moie backward, the margin of error is m the neighbourhood of 40% 
to 50% ; and m India such estimates as we have mentioned in a previous 
,, foot-note differ inter se by a very much larger margin.’l “ Even if it weya 
possible to determine the figures with reasonable accuracy, they woujd 
possess a very limited value for comparison of the relative burden of taxation 
in different countries, for the true test of that is the relation of taxation to the 
taxable surplus or taxable capacity of the community, lybich is roughly 
gauged by the difference between the aggregate income and the aggregate 
subsistence level, or, to put it m another way, the average income per 
minus the minimum of subsistence,"! It is, however, on the question of wl^at 
constitutes the mmimum of subsistence, that the greatest difference of opimpn 
IS possible; for while an agreement may be possible as to what elements cpn- 
stitute the margin of subsistence, when it comes to a translation of these 
*Cp para 476, Report of the Indian Taxation Enquiry Conimitiee 


fThe estimate of average income made by the present writer in his Trade, Tariffs and 
Trans^rt m India, and again in his Wealth and Taxable Capacity of India in collabora- 
tion with Mr K J liambata, differ by 44 74 , and these differ again with.the estimate of 
Mr Findlay Shirras, Op Cit The estimate of Messrs Wadia and Joshi agrees, it may, be 

added, very closely with that of the present writer and his colleague Mr. Khambatg, ^ 
|Pafa 478 of the Taxation Committee Report 



elements into money-values, very few economists will be found to agree. 
Economists, moreover, are unable to give its due importance to suOh a 
vague, but none the less effective consideration like the elasticity possible 
in our concrete expressions of a minimum for subsistence One never 
knows till one tries how low a human being can cut down the most element- 
ary wants before succumbing absolutely, and when it comes to a question of 
the minimum of subsistence for a whole community, — for an entire people like 
that of India, — it is altogether impossible to say how far that minimum can 
be cut down before such a people would cease to count in the struggle for 
existence. It is the ignorance of considerations like these which has led other- 
wise cautious economists to make such wild generalisations as that the limit 
of taxable capacity is the limit of squeezabdity.^ The Taxation Committee 
has also pointed out another element which ought to be considered before we 
can safely determine the taxable capacity of any community, vtz , the dis- 
tribution of income within that community , for, as it has been well said, 
the taxable capacity of a given community would differ materially accord- 
ing as all its citizens have equal and uniform income, and as one of them 
has half the wealth of all the rest put up together. The margin of super- 
fluity m the latter case would be much greater, and hence the taxable 
capacity of that community would be much larger. Finally, the Committee 
are also aware of the reflex action of the distribution of the tax-receipts 
by Government, the layout of the public expenditure, which, wisely and sym- 
pathetically made, might add very considerably to the ability of the com- 
munity to bear the tax-burdens, and which, if spent injudiciously and waste- 
fully, might act most detrimentally from this standpoint 

But in spite of this profound consideration of the mam elements of the 
problem, the Taxation Committee proceed to examine the problem before 
them in a manner entirely against their own analysis. They follow the 
reasoning of the Economic Enquiry Committee, and consider the burden of 
taxation as on the several ad hoc classes of the population, as set forth by 
the latter Committee. 


Shirras, Setetue of Ptiblto Ftfuttwe, p. 132. 



Tax Burdens of the Town Labourer 


Taxes 


1 Salt 

2 Cuatoms duties on neces 

aanea, such as sugar, 
kerosene oil, cotton 
goods! and matches 

3 Customs duties on pro- 

ductive goods such as 
machinery and raw 
matenals 

4 Excise duty on kerosene 

oil 

5 Excise duty on cotton 

goods 

6 Excise duty on intoxi- 

cants except foreign 

7. Municipal taxes con- 
sumption taxes ir 

Others • . 


Total, Imperial and 
Provincial (items 1-6) 

Total Municipal (item 7) 
Grand total 

Index number of prices 

(average) 


j 1911-14 (average) 

1922-25 (average ) 

Amount 
of tax 
collected 

Population 
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distributed 

Incidence 
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over which 
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per head. 
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a 

P. 

(Lakhs) 

Rs 

(Lakhs) 
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8 7, -'7 
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0 
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227 ' 0 '6 


The total inotdenoe per head for 1922-25 corrected with reference to price index 
W 1911-14 13 Rs 5-1-3 


* Cp. Report of the Indian Taxation Enquiry Committee, p 342 
t The figure for 1922-23 has been taken as that for 1923-24 smd Is abnormal, 
t Information Is not available about coarser cotton goods and totalhas therefore been 

taken. 

§ Population of British India alone has been taken as there are mills m Indian 

States 

J This has been estimated with referenoe to the proportion contributed by certain 
hrban areas 

IT The Municipal taxes on consumption are partly borne by the rural classes Who 
inake purchases in the town 

** The figures are for 1923-24 as figures for 1924-25 are not available, 
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Tax burdens of the Rural Labourer. 




1911-14 (average ) j 

1 1922-25 (average) 


Taxes 

Amount 

collected 
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over which 

Incidence 
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Capitahon tax . . 
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136 

0 0 



227 

0 
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The total incidence per head for 1922-25 corrected with reference to price index 
for 1911-14 IS Rs 1-0-2 

The reference of the Committee clause (a) asks them to examine the 


manner in which the burden of taxation is distributed among “ the different 
classes of the population,” What precisely was intended by the framers of 
this reference ? The differentiation of classes of a people for the purpose of 
ascertaining the distribution of the tax-burdens ought to be on the groundsi 
of economic differences of wealth, — whether measured by income or by capital. 
The classification adopted by the Committee is, however, not determined by 
any such considerations. There is not a trace of real economic differentiation 
between several of the classes there considered to be distinct. The remarks 


relating to the mcidence of tax-burdens on the classes selected arbitrarily 
are, ther efore, hardly of the utility to the student and even to the minister 
* The figure for 1922-23 has been taken as that for ly23-24 is abnoiinal 
t Information ts not available about coarser cotton goods ai d the total has theiefo q 
been taken 

t Population of British India alone has been taken as theie are mills m Indian 

States. 

§ This has been estimated with reference to the proportion aetually contributed by 
thjBjrju-jStl area 

1 Rural population of British India alone has been taken. 

47 
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of Indian finance that might be desired The Committee are aware that the 
classification put forward by them is not “ exhaustive, ” It is not logical, 
SMice several classes will necessarily overlap, being mutually indistinguish- 
able , nor reliable, as the consideiation of the burdens is complicated by 
a factor, which the Committee appear to have ignored. Take the 
case of the taxes on traders and merchants, and contrast them with the 
taxes on labourers, — urban or rural While on the Committee’s showing, 
the burden on the labouring classes has increased, between 1911-14 and 
1922-25 from Rs 4-10-0 to Rs 8-7-7, which, corrected by reference to the 
pnce index given in the same connection, implies a net increase of 19 per cent. 
— (a most faulty and objectionable method of computation, since the proper 
comparison is not so much with prices as with wages, and the Committee 
have made no reference to wage-movements whatsoever ; and, besides, the 
unweighted averaging adopted in the tabulation on p. 342 is fundamentally 
objectionable) — the burden, — increased or not, on the trading classes of all 
ranks is not even attempted to be estimated in anything like the concrete 
form m which it was necessary, by parity of reasoning, to estimate. Even 
so, and ignoring the inherent defect in the fundamentally erroneous method 
adopted for computation of the burden, the main objection to the Committee’s 
finding IS that, whereas in the case of the labouring classes the taxes paid by 
them are direct as well as indirect, and that in either case the burden is fully 
borne without possibility of shifting or evading by these classes , m the case of 
the trading classes, except m so far as they come within the category of income- 
tax-payers (even there there are means of evasion, which the pundits of the 
Revenue Board have not yet discovered or are unable to expose), the tax-bur- 
dens are mostly capaole not only of being transferred to other shoulders m 
ultimate incidence from those which originally bore those burdens, but even to 
Utihse these initial burdens as a means of additional profits for the first-tax- 
payers, at the expense of the eventual bearers of these burdens The pheno- 
menon of a constant and considerable difference between wholesale and retail 
prices IS too well-known to be unknown to the experts who formed the Taxation 
Enquiry Committee. That difference tends to grow in proportion as the articles 
m question are taxed indirectly. , And the greater the tax, the greater the 
chance for a variation between wholesale and retail prices, and the larger the 
opportumty for exploitation of the final consumers of the taxed articles, — 
the labouring classes, — for the combined but concealed benefit of the state 
and the intermedianes. The Committee having ignored the effects 
of this common phenomenon, the value of their findmgs must suffer m 
proportion. Adequate consideration, moreover, is not given to the real 
. surplus for taxation, the real margin between the minimum of subsistence 
and the total income of the tax-payer, so that the exact incidence of the 
burden is necessarily not ascertained. ^ 

IV. — The Real Incidence of Taxation In India 
For these reasons, then, it is impossible to feel satisfied with such 
light as the Indian Taxation Enquiry Committee have thr own on this pro- 
* Cp. Tables annexed, Taxatiah Report pp. 342-4. 
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Warn of the real incidence of taxation in India. In another work* the 
present writer has endeavoured more accurately to determine the real 
pressure or burden of the public revenues on the peoples of India. Starting 
with a detailed consideration of the exact annual income of the people bf 
India, which, at the price-level of 1921-22, was found to aggregate Rs. 2,364 
crores, or Rs. 74 per head per annum, the work proceeds to estimate and allow 
for the principal liabilities on this gross income of the people of India. The 
deductions, under a variety of heads, both political as well as economic, which 
are m the nature of a first and irrefusable charge upon this income, are 
estimated to aggregate 220 crores in round figures, which leave a net 
income for Indians to live on of some 67 rupees per head per annum. 
Next is considered the minimum of subsistence by a combination of the 
“ human needs of labour ” with the available resources to satisfy those needs 
and wants , and, on the assumption, by no means unsupportable on scientific 
grounds, that the barest subsistence of a human being would require a 
ration of cereals of 2 lbs. per head of adult male, with proportionate reduc- 
tions in the case of women and children, the conclusion is reached that 
there is a deficit, on the average income, and for the barest subsistence, of 
Rs, 23 per head per annum. 

“ The con sequence is obvious and unavoidable The Indian people are under- 
fed Either one on every three individuals must go hungry , or,— what is much 
more easy, insidious and injurious, — every one must out one out of eysry three 
meals, necessary to him This inevitably becomes the common ptactioe,. .^nd 
the consequence is the progressive deterioration m physique and energy that 
renders additional production with a view to male up for the deficit increasing- 
ly more and more difficult “t 

After considering, next, the real burden of public revenues and the 
exact benefit of the central and local expenditure of the several governments 
in India, as also the several classes of the community diAFerentiated inter se 
on the exclusively economic ground of their respective wealth, the results 
obtained may be summarised thus . — 

' crores. 

There are 6,000 individuals, with average annual income of Rs 1,00,000 absorbing 60 | 


„ „ 5,00,000 „ „ 5,000 250 ( 

„ „ 25,00,000 .. ., „ 1.000 250 | 

„ 3,50,00,000 „ .. ,. „ 200 700 / 


The remainder have among them an average income of Rs. SOandabsorb 
800 crores of the annual national wealth among them. With their dependents, 
four per ■each, these make up the total population of India, which thus has really 
no middle class, but only two classes, a very small class of very rich individuals, 
enjoying among them more than 70 per cent, of the total wealth of the 
country, — half of which being in the hands of only 5% of the total population,' 
including workers or income-receivers as well as the dependents, — while the 
rest of the country, over 65%, has among them something less than a third 

of the total wealth of t he country 

* “ Wealth and Taxable Capacpty of Iifdta, by Shal^ and Kfiambfita, 
t Op. Cit. p 252 
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society m India, considered in its economic 
aspect, examine next the real distribution 
of the tax-burdens among these.’*' The 
mam sources of public revenue in British 
India, according to the revised estimates of 
1923-24, were as shown in the marginal 
table. Of these, opium, tributes from Indian 
States, rnint, and interest receipts, together 
with the civil and military departmental 
receipts, may be excluded, as being either 
not taxation proper, or not falling oiH;he' 
Indian people. The receipts from public 
enterprise like railways, and post office 
have, in this work, been considered to be jn 
the nature of taxation ; but if we would 
exclude any part of these from consideration 
here, we must taka in part of the deparmentffi 
fees which are really taxation disguised, e.gi, 
education fees ; and, of course, the local taxa- 
tion of municipalities and district boards. 
Let us for convenience in reasoning take the ij 
total tax-burdens in British India to be Rs. ^0 crores, or Rs. Hi/ 
per head of population on an average, and in round terms. Let us, next/ 
take each of the mam heads of revenue, and consider their incidence. 
The total customs revenue of 45 crores (Budget Estimates, though the 
revised figure for the same year showed 40 crores as noted m the table) 
was made up of ; Rs 36‘57 crores import duties, 5’40 crores export duties, 
1*88 cotton excise duties, T70 motor excise, etc., and the ’remainder from 
miscellaneous sources. Of these, the export duties may be left out as falling 
not on India ; while the excise on petroleum tnay be taken to fall exclusively^' 
on the richer class ; though in so far as the excise duty on petroleum works 
out as a tax on transportation of goods, and is capable of being recovered 
by fbe richer classes who pay it m the first instance, the same may be consi- 
dered to be falling, in part at least, on the poorer section of the community. ( 
' The kerosene duty must, of course, be regarded as .falling wholly on tho' 
poorer people In the import schedule, the following may be considered to 
be borne by the richer strata, vtz . . — 


On this stiatification of 
flead of Revenue. Amount in rupees 


Customs .. 

Land Revenue ... 

Income Tax 

E'cise 

Salt 

Stamps 

Forests 

Irrigation 

Registration 

Railways . 

Posts 

Opium 

Tributes 
Mint, etc 
Civil and Military 
Departmen tal 
Receipts 

Total 


Add local taxation of municipalities 
> and district boards of about Ra 25 
crores (Cp p 260 op oit ), so that 
the total tax-burden is, in round 
terms, Rs 300 ororea m British 
India 


40,41,53 000 

36.07.01.000 

19.21.11.000 
19.22,41,700 

8.70,27,700 

12.81.38.000 

5.84.38.000 

5.80.49.000 

1.22.42.000 

94.22.02.000 

10.35.51.000 

4.30.64.000 
87.26,000 

3.07.68.000 


2.73,61.97.400 


Rs. 

Motor cars and Other luxury goods taxed at 30% ... 3 02 crores. 

Liquors, wines, beer, etc,, charged special specific rates 2'52 „ 

Machinery, metals and railway plant .. , . 3‘83 „ 

Articles of food, drmk and raw material . 2 33 „ 


Total 


. 11 70 


• What follows has been summarised from the 
hi4*a by Shah and Khatjjbatta, pages 289-91, 


and Capacity of 
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This accounts for a total of close on 18 crores out of the customs 
revenue. The rest may be taken to be divided m the proportion of 3:1 
as between the poorer and the richer classes, %.e., Rs. 21 crores by the poorer 
and Rsj 7 crores by the richer. Altogether, than, of the customs revenue, the 
rich sectjon pays 19j crores, the poor 21 crores, and non- Indians crores. 

The land revenue and irrigation dues total 42 crores in round figures. 
Distributing this charge between zamindari lands, whether permanently 
settled or temporarily, and ryotwari lands, in the proportion of the respective 
area ainder- these forms of land tenures, we find the zamindars pay soma 
I7i- crores, while the ryots pay about 14 crores Land not included in .the 
above area figures may be taken to be also m the charge of the smaller ryot,' 
who may therefore *be taken to bear the rest of the land revenue as well, 
Itrigation dues similarly distributed between the zamindari and the ry6.t- 
wan lands, we find the poorer section bearing 21i crajes^of land and 
irrigation charges, and the richer section nearly 20^ crores. . 

Income tax receipts are paid, of course, by the richer section, but tlie 
bulk of the excise - revenue is borne by the poorer section ; while the salt 
revenue may be divided between the two in the proportion oiT\ between 
the poorer and the richer elements Of the forests and registration revenue, 
making a combined total of 7 06 crores, an equitable dis tribution suggests 
5 iirores to be borne by the poorer element, and 2 by the more fortunate. 
Stamps may be divided m almost equal proportions between the two classes 
irrespective of their numbers. 

Of the railway earnings, passenger traffic accounted for 37 59 crores 
and goods 57'87. The first and second class passengeis combined brought in 
5.39 crores while the third alone gave 32’20 crores Goods charge, though in 
reality borne in the bulk by the poor, may be split up equally to err on the 
safe side. Postal receipts, similarly, may be split up m equal propor- 
tions between the rich and the poor classes, but the local revenue burden 
must be taken to be borne almost wholly by the very poorest section of the' 
community. 


Summing up these, we get the net result somewhat like the following • 

Interms of the mere number 
Head of Amount of Amount of of the citizens embraced by 

Eevenue tax-burden tax-burden u r ...v , . 

borne by the borne by the theS6 clSiSSeSj it might 

nchatota, poor strata seem that the stronger section 
Customs ... 20 crores 21 crores. the greater burden. But 

Land revenue and irrigation 20 J ,. 21i when you consider this m 

Income tax 20 ,, - 

Excise .. 20 ,, conjunction with the wealth of 


Salt IJ .. 7J 

Forests and legistration 2 ,. 5 

Stamps , ,, 6J 


these classes respectively, it can- 
not but be evident, that econo- ^ 


Hallways 
Post Office 
Municipal taxes 
District Board taxes 



mically the weaker and less able 
section beats pecuniarily f;he 
largest proportion of the tax- 


Total ... iii| ., 167 ,. burdens m India. Allowing for 
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the above items, we may yet say that while the richer class pays 1^0 
crores in revenue, the poorer pays i.e., m terms of the wealth deduction, 
while from the average family income of Rs 1,000 per annum and over, 
the tax deduction aggregates IQO crores out of a total of 600 crores of 
wealth enjoyed by less than a twentififth of the population, the remainder 
of 150 crores is deducted from a total wealth of about 1,000 or 1,200 crores 
enjoyed by the 96% of the remaining population This distribution can 
scarcely be considered to be either economical or equitable. If we further 
add the cdnsideration of the return obtained by these classes, the balance 
of advantage seems to lie almost wholly with the upper layer of society ; 
for whether we think of the expenditure on defence or even on education 
and other local services, the very poorest in India are incapable of taking 
any advantage-’whatsoever from the public activities of the state and its 
representatives in India. 



CHAPTER XIII 


Other Sources of Revenues in India 

I. — The Importance of the question ; — The need for Additional 
Revenues 

After this brief examination of the existing sources of public revenue 
in India, we may now turn to the consideration of possible additions to 
these revenues in case of emergency. The problem, however, demands 
at the very outset a consideration of the question as to what, if any, 
is the need for additional revenues m India at. the present timej^ Since. at 
any rate the commencement of this century, Indian finance has on the whole 
shown a creditable record, in which, despite some mistakes of policy or 
misunderstanding of ideals, the two sides of the national balance sheet have 
fairly generally balanced, leaving, if anything, a favourable margin on the 
whole.’’’ Apart from the war period and its nepessary additions to the tax 
burdens, there was a marked tendency in the earlier years to a reduction in 
taxation + in consequence of the disappearance of the mam dangers of the 
Indian financial system, which were §o conspicuous in the last quarter of the 
preceding century We have now very little to fear from the bogey of 
famine, not because we have yet succeeded in abohshmg famines m India, but 
because, with the provi^sion already made, fammes as such have ceased to 
command that attention or excite^ that apprehension which they used to do 
in the last century Famm? expenditure la still a considerable dram on the 
Indian exchequer, all the mor e serious because it is so uncertain ; but thanks 

* Since the commencement of this century there have been only four years Of deficit 
and sixty years of surplus AccOrdmg to the Public Accounts the total surplus during the 
period amounted to ;fS8.466,365 while the total deficit amounted to ;fll.062,241. The 
ordinary deficit during the war years is also included in these figures Since 1918-19 the 
net deficit has been as follows — 

Rs Ra 

1918- 19 .. 5,73,06.136 1921-22 36,38.23,520 

1919- 20 - 23.65.28.825 1922-23 . 16.51,29.676 

1920- 21 26,00,85,276 

108.28,73,433 

In 1923-24 there was a surplus of Rs. 5,14.90,487 and m 1924-25 of Rs 8,56,84,057. 
These figures relate to the central and provincial revenues of India combined, The total , 
surplus since the commencement of this century is Rs, 101*41 crores and the total deficit 
Rs 124 89 crores, or a net deficit of Rs 23 55 crores. The surplus, we may add, includes 
extraordinary receipts, like the sale proceeds of captured enemy ships credited in 1924, while 
the deficit does not include extraordinary charges, which are all met from borrowing 

t The conspicuous reductions in taxation have taken the form of (a) reduction of 
Salt duty by Stages from Rs 2/2 amaund toRe. 1 a maund, (6) the raising of the limit of 
the income exempt^ from the Income-Tax, (o) the discontinuation of Provincial Rates (d) 
and the decline in the Opium Revenue. 
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to the scheme of famine insurance, and the measures taken in consequence ; 
thanks to the extension of irrigation works, and, to a smaller extent, of 
railways , neither the loss of life nor the other evils of the now ancient famine 
history of India need be dreaded in all their intensity. The fall in silver, 
again, which was such a portentous phenomenon in the closing years of the 
last century, has not only been arrested, but at the present moment is 
causing considerable gam to the Government of India in their Home 
Charges. ' Provision, therefore, for additional revenues to meet possible loss 
in Exchange is no longer needed. The uncertainties of opium revenue, tpo, 
need ffot disturb the present day finance minister, as that ^source, of public 
income has already gone, and the revenues have now bees adjusted to meet 
the loss. The normal • growth of existing sources of revenues seems to be 
quite sufficient to meet all possible demands on the public purse, assuming, 
of course, that in the general principles of public expenditure, the accepted 
ideas are not changed t 


’This gam seems to be a temporary one, unless it proves that the recommendations 
of the latest Currency Commission are adopted and carried out successfully, and the 
rupee definitely fixed at 24d gold value If it be believed that the present appreciation In 
the gold value of the rupee is caused chiefly by war conditions, it would be yet premature to 
say that the new basis would prove any more permanent than those that have preceded, 
This phase of the policy of the Government of India is at present exciting the bitterest 
cntioism, as, indeed, has always been the case as regards the currency policy of the 
Government of India for now nearly half a century Since the above was written the 2/~ 
basis has again broken down, and the rupee has fallen lower (March 1921) than at any time 
since 1918 The dissipation of their sterling resources by the Government in the mad haste 
to give the rupee a 2/-gold basis m 1920 forbids them now (March 1921) to adopt the only 
measure which can restore exchange even to the ;fl=Rs 15 level 


In the interval since the first edition of this work was published, yet another Royal 
Commission has considered the question of the Indian currency system (1925-26), and 
recommended the establishment of the Gold Bullion Standard, with the exchange value of 
the rupee fixed by law at 18d gol^ One of the Indian members of the Hilton- Young 
Commission has, while agreeing to and accepting all the other recommendations and 
findings of his colleagues, joined issue on this question of the ratio in exchange of the 
rupee , and, at the moment of wnting, another acrimonious campaign is raging in India on 
this eternal question of currency reform Putting aside the inevitable element of personal 
equation and alitour propfe in all such matters, one cannot help feehng, from a strictly 
scientific point of view of currency reform, that to those that accept the correctness of the 
Gold Bullion Standard, even to guch absurd heights as the demonetisation of the English 
sovereign In India, and the inconvertibility of the Indian paper currency, the fight about 
a mere matter of the ratio is, to say the least and in the most charitable terms, much ado 
about nothing Of course an artificially high exchange is bound to be harmful to the 
exporting interest, particularly in such a country as India, but the real, permanent, satis- 
factory solution of the Indian currency problem will never be attained by manipulation of 
the exchange ratig upwards or downwards What India needs is. in my opinion, an honest 
gold standard of the orthodox type, which, if established, will render the question of the 
rupee ratio utterly msignificant, at least so far as the Foreign Exchanges are concerned , 
While for domestic purposes, and during the transitional period, any ratio may be fixed 
Which is considered by competent authority to be most suitable to the true economic 
interests of India The 16d ratio is certainly sanctified by time and jusfafied by economic 
cohhiderations , but its fixation must not be suffered to he made the be-all and end-all of 
, the Indian currency agitation 

t We have deliberately left out the military factor Wars are not yet quite banished 
from human history, and the post wqr budgets of India give no indication of any changed 
attitude in this matter in quarters that count Mesopotamia and Afghanistan are fraught 
with immense possibilities for mischief at the hands oT the Indian jingoes But still, if the 
Teague of Nations grows in public esteem to be scmethmg more than g. mere registry office 
Fpjir, wejielieve (he war fever will subside even m India, though It >voqld take 
^an fil^vheie, 



I'he investigation into this problem of additional sources of revenues, then, 
seems, at first sight, to be a little academic at best We cannot, of coarse, 
set about such an investigation merely on the theoretical question whether or 
not India is comparatively speaking lightly or heavily taxed. The question ' 
has had its importance at a time when the ingenuity of the Indian Finance 
Department was much exercised to make good the increasing loss caused by 
the continued fall in the value of silver, combined with a war scare and 
recurring famines. But to day, even supposing that India is relatively 
hghtly taxed, there is hardly any financier of standmg or reputation, who, on 
that ground alone, would suggest a serious investigation into this question 

There are, however, new forces and reasons now at work demanding 
serious searchmgs after new sources of revenues, which are generically different 
from the older forces working in the same direction Formerly the search 
for new or extra revenue was a mere matter of squaring a given deficit 
Even as late as 1923-24, when the continued deficit frightened the then new 
Finance Minister, Sir Basil Blackett, to his wits’ end, and when the additions 
to the rates and fares on the railways and in the post office were, after trial, 
found to be inadequate to meet the strain of the deficit, and even inclined to 
weaken absolutely the revenue source, the doubling of the salt tax was supposed 
to be justified for the immediate need of abolishing the deficit But the new ^ 
forces of nation-buildingand social reform, whose full force the orthodox financier 
does not quite realise even yet, make an increasing demand upon the exchequer, 
m a double direction Even if we have not as yet definitely accepted, we must 
shortly accept even in India the taxing power of the State as a -great weapon 
of social reform and industrial assistance We look to the State to recast our ' 
entire education system, and increase its expenditure proportionately ; we 
demand from the State substantial aid in combating disease and poverty, 
in fightmg the chronic indebtedness of the Indian agriculturist and over- 
coming the apathy or ignorance or inexperience of the Indian trading and 
industrial classes We expect demonstration factories and experimental 
farms at public expenses We seek a better, healthier, more equitable 
distribution of the national wealth by means of wider extension of public or 
collective enterprise , and until the ideal is realised by means of tax adjust- 
ments, a more equal measure of sacrifice for the public needs We try to 
utilise the powers of taxation in fighting evil habits or customs which are 
injurious to the individual, and through him to the race oi the community, 
until we have so far educated public conscience as to make at least the 
majority recognise the necessity of absolute prohibition of deleterious consump- 


t Comparisona about the relative heaviness of the tax but dens aie, as a rule, mis- 
leading, if not, futile If we divide the total revenues of India by its total population, we 
would get an astonishingly low figure of average tax burdens borne by each individual To 
get a more accurate idea we must ascertam the lelative income oi ability to bear the tax, 
which in India is very low, as also the figure of the taxes actually falling on each individual 
Even if we can make accurate calculations on these points, it would be difiicult to ascertain 
the real extent of the sacrifice involved in the payment of the taxes, and consequently such 
comparisons would serve no useful puiposein piactice But see the piecedmg cliaptei 
added in this edition 
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tlon, or complete abolition of harmful customs Under the circumstances, 
investigation into the problem of new taxes, or wider additional sources of 
public revenues, has a vital importance on the future wealth and happiness of 
the community as such. Certain sources of revenue, e g. the excise 
revenue, aie condemned in toto, and enlightened opinion is looking forward 
to the day when the entire income from such objectionable sources is done 
ai\ ay with The total depletion of revenue on account of such factors is 
difficult to estimate exactly , but assuming the abolition of the excise revenue 
and the reduction, if not the total negation, of the salt revenue ; assuming 
further the redistribution and re-formation of the land revenue and irriga- 
tion dues, the total sacrifice may well amount to close upon 40 crores per 
annum, in the central and provincial budgets combmed. On the other hand, 
items of national reconstruction, lilce improved, more extensive, more liberal 
systems of public instruction, of sanitation and the care of the public health, 
of industrial development by intensive attention to every promising but 
unfamiliar industry, may result in an additional strain on the exchequer 
which may well aggregate another 40 crores To meet this, the only 
possible retrenchment is in connection with the expenditure on defence, and 
possibly, though doubtfully, on the maintenance of the public peace in the 
country. A regrading of the salaries and allowances of the public servants 
in all grades and departments may also result in some substantial economies. 
But the combined economy through such means will probably not exceed 
30 crores, if by such economies we would not endanger the efficiency of the 
country’s admmistration The need for extra revenue, therefore, is indis- 
pensable if the rebuilding of the Indian nation is not to be delayed a single 
day longer than absolutely unavoidable. 

Yet another influence tending towards a greater strain on the revenue 
resources of the central Government in India is due to the growing demand 
of the Indian states to a share in those revenues which are paid, in part at 
least, by the subjects of these states. The Government of India enjoys 
almost exclusively such sources of substantial revenue as the salt duty and 
the customs duties proceeds ; and yet the mcidence of these taxes embraces 
the subjects of the Indian states in an equal degree with those of British 
India In fact the States have contended, and not without a show of reason, 
that the full benefit of a policy of industrial protection to new mdustnes by 
means of a scientific manipulation of the customs tariff goes mainly to the 
inhabitants of British India , while the burden of such a policy represented 
by the increase in price, due to such measures, of the taxed commodities 
falls equally upon the States as well as upon the British Indian citizens. They 
hold that the yield of the taxes must go to that government whose subjects 
bear the burden of such taxes. To this reasoning the Government of India 
have no reply, unless we consider the plea of the exclusive burden of the 
expenditure for defence and development to constitute sufficient answer to 
these allegations But even if accepted, such a reasoning would lead to a 
wholesale, raxiical reconsideration of the entirety of financial arrangements 
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in India, with a view to a much more even and equitable distribution of the 
resources as well as the obligations of the state in India baj:wa0n the various 
constituent governments of the states as well as the provinces of India, 
together ‘With the central and supreme Government in India. This is a 
matter discussed elsewhere in greater detail m this work. But the remark 
may be added even here that it by no means precludes the possibility of still 
more revenue being needed even if the mam task of equitable distribution 
16 satisfactorily accomplished. 

It IS, indeed, the mark of prudent financing to be prepared for con- 
tingencies, and to provide some untapped reserves. In the old days the 
Finance Minister could always fall back on the income tax, on the license 
tax, or the salt duty, to meet a sudden emergency, which it was considered 
unadvisable to finance by borrowing. But at the present moment we are 
not considering any of these as exceptional sources of public revenues to be 
utilised only in the event of serious necessity. Though, as the war experience 
has shown, there is room for increase in the rates, and consequently in the 
yield of these taxes, it is nevertheless true to say that they have become 
permanent features of our tax system, and, as such, cannot be considered in 
the light of a reserve. Forty years ago when the Strachey Brothers published 
their work on Indian Finances and Public Works, they could well urge 
that as there were no elastic sources of revenue in the Indian financial 
system, the question of additional sources of revenue had more than a purely 
academic importance, though even then they were optimistic enough to 
believe that the ordinary revenues were sufficient for all ordinary demands 
upon the exchequer To-day it would not be quite fair to say that the 
Indian budget gives cause for apprehension owing to the absence of any 
productive sources of revenue, or owing to the absence of elasticity m the 
revenue system as a whole. 

II.— -The Possible Sources of New Taxation 

If we compare the Indian tax system with any European or American 
system of taxation, with a view to find out what sources of taxation are yet 
untried in this country, we would discover many which are quite unknown, 
and have, therefore, been pronounced unsuitable for this country. It is true 
the difference m conditions governing Indian society from those governing 
European or American societies explain to a large extent the absence of 
those branches of the tax system which in other countries are so productive. 
As a rule, however, the assumption is quite empirical that because a tax is 
unknown, it would be unsuitable , or more plausibly, because the conditions 
of orthodox Indian society rendered the experiment undesirable from a 
political point of view SO years ago, that, therefore, the same apprehensions 
should be entertained even if the Indian society has admittedly changed in 
the meanwhile Given the necessity or justification for an investigation 
into the possible additional sources of revenue as above, we shall 
proceed first to discoyer new taxes, those being the obvioqs orthbdoi^ 
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motliods of raising public levenues, and think of other alternative or concur- 
rent sources of income without assigning nndue weight to snch hypothetical 
considerations ot suitability as may have had their justification in the past, 
but do not, on reflection, seem to have the same justification to day 
III — New Taxes already proposed in the past 
In the Strachey Brothers’ work, already referred to, taxes are mentioned 
which, m the opinion of the authois, might well be lesorted to m financial 
emergencies, without the burden proving appreciably hard, or without their 
incidence disturbing the national industry. Some of their suggestions, like 
the one relating to income tax, have no great importance to-day, as those 
suggestions have passed the stage of being considered extraordinary sources, 
and are embodied as permanent features of our tax system On the other 
hand, other suggestions, like the one relating to land rates, must now be 
approached from a different standpoint altogether As the authors anticipated, 
educated India' now considers the permanent settlement of Bengal, and 
the consequent inequality in the burdens of taxation in the different pro- 
vinces, as an mstitution which stands in need of radical modification m the 
interests of the community at large But the most appropriate mode of 
modifying the permanent settlement would be rather by means of an extension 
of the income tax to these incomes than by any system of land rates, as 
proposed by the Stracheys For it is not inconceivable that rates on land 
may be actually shifted on to the tenant, and the zammdar might still escape 
the burden of the tax Such rates, moreover, would have to be neces- 
sarily made moderate, while the tax on incomes may be made to follow the 
exigencies of the moment more easily. If we assume that the untaxed 
income of the richer Bengal zammdars amounts to Rs. 20 crores a yeart 
which, as much by its size as by the ease with which it is acquired, might 
fitly be taxed at an average rate of 25%, the total increase in the income tax 
would from this source alone amount to Rs. 5 crores. And if that is not 
quite enough to secure equality of sacrifice, a 'succession duty may be 
imposed on the same class of people to add another Rs. 2i crores a year to 
the exchequer. There are landlords also in the United Provinces, in Madras, 
the Central Provinces and in the Punjab , and though their assessment was 
* ‘ ' The time will inevitably come when the intelligent portion of the community 
in the rest of India will appreciate the fact that, in consequence of an arrangement 
Ignorantly made nearly a century ago. the richest class in the richest province ot the empire 
beais far less than its just share of public burdens , that the other provinces, all of 
them comparatively poor in natural lesources, are theiefore paying several millions a year 
of taxation from which they could otherwise be exempt, and that what they lose from 
this arrangement the people of Bengal do not gain When this is understood and admitted, 
except by the zammdars m Bengal itself, the application of the needful remedies would 
,be an easier matter than it seems now " (Op Cit p 338) We must add, in fairness to 
the spokesmen of the zammdar class, that the best among them have begun to perceive 
the unfairness ot their advantages The proposal to include agricultural income in the 
increased income tax during the war was, it is cunous to observe, defeated mainly by the 
unfettered votes of the of&cial members of the Imperial Council 

t Strachey estimated this yield from land rates at £S millions At the present time 
it is estimated that the total rental of the Bengal landlords is four times the land revenue of 
that provmoe Taking the Bengal land revenue at Rs 4 2 crores for Bengal, Bihar and 
Omsa, the total rent ought to be Rs 18 crores Tlie estimate qbove is, therefore, not nmoh 
above the nvajk; 
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not originally quite so liberal as that of the Bengal landlords, they too have 
escaped their just burdens of the national requirements. Altogether it 
would be a modest estimate to say that the income tax, coupled with a 
succession duty, affecting great landed property, with a rental exceeding 
Rs 5,000 a year and at a rate varying from 5 % to 33%, ought to yield at least 
Rs, 15 erores more to the revenue without in the slightest degree proving 
burdensome. 

The mention of succession duty suggests another tax that is conspicu- 
ous by its absence in the Indian financial system. But the conditions of 
Indian society in this respect are fundamentally dissimilar to those of society 
in Europe. The greater proportion of the taxable property under such 
a tax would of necessity be paid in this country by the agriculturists ; and 
as the agricultural classes admittedly are bearing their share and more of 
the national burdens, it is alleged that succession duties have no future in 
India ^ The bulk of the cultivators or small land-owners would no doubt 
have to be excluded from the operation of a succession duty ; but there is no 
reason to exempt the larger landlords, who hitheito have pot taken anything 
like their fair share of the country’s burdens In their case, moreover, 
the administrative difficulty occasioned by the absence of any machinery 
for the collection of such a tax is insignificant, as the law and practice 
of succession is analogous to that of England, and a similar machinery 
can be easily instituted to collect this item of revenue. As regards 
personal property, it is true that Indians have not, speaking very broadly, 
yet acquired the economic habits of investing all surplus wealth, and 
thereby rendering the transition from the dead to the living an easy 
stage for taxation + But within the last twenty years, conversion of 
personal property in easily realisable and earning forms has made appre- 
ciable advance , and certainly, in the great towns, the taxation of per- 
sonal property by means of a succession duty is now-a-days much more 
easy than was the case forty years ago. It is difficult to say what 
exactly is the amount thus held in the form of stocks, shares, scrip, 
bond and negotiable securities, mortgages etc. Judging from the return 
of the Registrars of joint stock companies, and of the Finance De- 
partment as regards the National Debt, it would not be much under 
500 erores in India itself On a rough calculation it may be assumed 
that about a tenth changes hands every year, which may be brought 
under taxation by means of succession duties, and be made to yield about 
5 erores. There could be no great objection to the succession duty, if very 
small properties are exempted, say those under 5,000 rupees value. 
There is, however, the plea, urged long ago by Sir James Stephen,^ 
that a succession duty in In dia would operate most inequita bly as, 
* Cp, The Indtan Taiation Bnqiwy Committee's Report, paras 257 271 
t It 13 , of couise, commonly alleged that Indian capital seeks no profitable 
investment and is hoarded for the most part If, however, we extend the meaning of 
the term investment to agricultural loans, and if we had any reliable records of such 
loans, the question of succession duty would lose much of the present difficulties connected 
>vith It. 
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under the system of joint family and joint owner-ship m the family 
property, the demise of the head of the family in most instances would 
be an occasion, not of additional strength to the survivors, but rather 
of weakness owing to the earning member of the family being cut 
off, and the consequent difficulty of making the property pay. As far 
as this argument affects the case of small propiietors, it is unanswer- 
able The co-proprietors gain, on the death ot one of them, to the 
extent of the personal requirements of the deceased, but they lose to 
the extent of his earnings which are frequently more than his own 
expenses. The gam is frequently much less than the loss But if we exempt, 
as we must, very small properties from the operation of such a tax ; if we 
set up a resonably liberal system of refunds for excessive collections, it 
is not impossible to believe that the succession duties might, even in India, 
afford an easy, convenient, handsome source of public revenues. 

Another very productive source of revenue would be found in the 
consumption of tobacco. It is certainly not a necessary of life, and 
IS yet consumed by very large numbers of population m India. It is 
certainly not a beneficial habit, and the taxing authority may have similar 
justification, as in the case of the excise revenue from the consumption 
of the intoxicating liquors and drugs, for attempting to obtain a considerable i 
revenue from this not quite desirable consumption Tobacco monoply has 
already proved very lucrative in France and Austria-Hungary , and there 
IS no reason to believe that it would be otherwise m India. True, the 
cultivation of tobacco is scattered in the different provinces so much 
that the task of supervision with a view to prevent evasion of the 
monopoly is likely to prove arduous and possibly expensive * But the 
experience of the provincial agricultural departments would, after a few 
years, suffice to obviate this difficulty , and, in course of time, a machinery 
would be evolved which would prevent the infringement of the monopoly, 
at the same time that it would collect the revenue Possibly the revenue 
would have to be collected, following the opium model, in two steps ; 
a license fee in the first instance for the cultivation of the tobacco, subject 
always to the understandmg that all tobacco grown shall be sold 
at prescribed rates to the Government exclusively, Government under- 
taking to make advances during cultivation from time to time as 

* Summing up their findings on this question of taking tobacco in India, the Taxa- 
tion Committee write 

“ Tobacco IS universally recognised as a suitable object of taxation (193) Of the 
plans suggested, a government monopoly in India would be too vast an undei taking to be 
considered An acreage duty presents considerable administrative difficulties and would 
probably excite resentment, and it is consequently not recommended (195) A local excise 
'on all production would be impracticable, but the increases in the tariff make one desirable 
in the case of cigarettes and pipe tobacco made in factories (199-200) The Committee 
recommend an excise duty on locally made cigarettes and pipe tobacco, accompanied 
by an indirect excise through a system of licensing in the case of country tobacco " The 
Committee, however, seem to have been influenced unduly by their general prejudice 
against public or collective enterprise in rejecting the idea of a public monopoly They 
seem to have overlooked the lessons of the opium and the forest monopoly, not to men- 
tion railways and post office Like other excise duties, tobacco excise would be mosf 
productive, yielding, at 8 annas per head per annum, about 12 crores, 
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tequired. The crude tobacco may be manufactured m a central state 
factory, and a monopoly price might be fixed by the Government for 
the vend of the cigars and cigarettes at post offices or other public 
agencies To make the monoploy effective, the import duty on foreign 
cigars and ciga^ttes a^^Jpbacco'^fibPtJtbefTtorms would have to be raised 
proportionately, so thaffi^tBe total revenue would probably be something 
like 10 to 15 crores from all such sources combined ^ 

These three taxp must be introduced m our tax system, as much 
because incidence of burdens is grievously 

unequal, |i,a<^eir‘^s ' if the suggestions here made for the 

expansion o^tdie ('^dcfiwies C of the State are adopted, the needs of the 
State will not be satisfied unless some such sufficient addition is made. 
They represent the minimum, which, according to our calculations, 
will be needed by the Government of India when it is actuated by 
a truly Indian national sentiment, and undertakes a programme of 
national development which has so far been woefully neglected There 
are other taxes, which, perhaps, would not be supported on the ground so 
much of the needs of the State, as rather of the effects of the tax 
in discouraging or putting an end to some harmful social custom. 
Thus it IS a notorious fact that much of the indebtedness of the 
Indian peasant and artisan springs from injudiciously heavy expenditure 
on ceremonial occasions like marriage or funerals I If, by a system 
of registration fees, a fairly heavy tax on the expenditure attending 
a marriage ceremony were levied, there is reason to believe that the 
present wasteful expenditure will be considerably reduced To be effec- 
tive, the tax will have to be graduated on the double principle of 
the scale of expenditure, as well as the age of the parties This latter 
IS an ideal of social reform which will be perhaps more easily effected 
by means of taxation than by an amount of preaching The long 
established custom of injuriously early marriages among the Hindus as 
well as the Mahomedans m India would receive an effective check, if a 
proportionately heavy tax is imposed where either of the marrying 
parties is under say ten years of age, the tax being reduced with the 
addition of every year to the age of the parties till it disppears alto- 

* Straohev estimated a tobacco monopoly levenue at £‘1 millions Combined witb 
license fees and customs duties, it might to day be reasonably estimated even at Rs 15 crores 
The objections as regards the uncertainties of the yield of crude tobacco owing to differences 
m seasons, as also the objections as regards the differences in quality and the consequent 
difficulties in prices of crude matenal, have no Importancei beyond causing some admi- 
nistrative difficulty By differentiating m the prices of the finished article, and establishing 
a reserve against unfavourable seasons, these difficulties can be easily obviated The 
tobacco revenue, by its very nature, must necessarily go to the provinces Interproviacial, 
arrangements must be made to secure uniformity of the tax The import duty must be 
raised much higher than in 1921 Some understanding or agreement will also have to be 
arrived at with the Indian States to prevent smuggling or tax evasion Altogether the 
administrative difficulties, though formidable, are not insurmountable, and the yield would 
be considerable enough to counterbalance these difficulties 

t It IS a curious testimony to the similarity of human nature that even in England 
the poorest people make the l-ugcst propoitional provision for the funeral expenses, as 
evidenced by the experience of the provident soaeties 



gather -vyhen the parties are over fifteen. There are nearly five million 
marriages a year. A flat rate of Rs 5 of license or registration 

fee for every marriage, and a graduated tax according to expenditure, 

ought to bring into the exchequer about 5 crores of rupees. There is, 
for the present at least, no danger of the tax acting as a deterrent to 
the celebration of nuptials m India and the promotion of irregular unions, 
since the very largest majority of the Indian people regard marriage 
as a sacrament, which will not be avoided for the sake of a small tax. 
To the social reformer the tax would in all probability be welcome, 
though it IS probable that the tax might not command the same respect 

with the majority As the reform of the institution of marriage is 

extremely desirable, and the prevention of wasteful expenditure equally 
to be wished for, the tax may be advocated, even though it should 
m the long run involve a certain measure of unpopularity To an Indian 
Government constituted differently from the present one, and resting on the 
support of the people, such social experiments would not seem hazardous 
merely on the political danger of unpopularity, though, of course, the 
Ministers deriving their power from a majority of votes may not feel 
sufficiently bold to venture on such steps It would be disastrous for 
India if the spread of representative institutions spells a stop to social 
reform by legislation We prefer, however, to believe the leadership 
m India would be as much the result of personal magnetism of the 
leader as in any other countries, and that the education of the public 
conscience by such leaders would make these experiments much 
more easy than they seem to day after sixty years of the complete latssez- 
fmre m this respect. In any event this would not be a tax on which it would 
be quite safe to rely as a permanent productive feature of the budget, except 
in so far as it takes the form of a small registration fee, and then it 
would just suffice to pay the expenses of the depaitment In the earlier 
years, however, it may yield very substantial sums, if the governing classes 
would have the boldness to adopt such measures. 

Other taxes besides these may be discovered by a diligent search and 
may be imposed according to the financial necessities of the moment Of 
varying degrees of productivity, we might mention a tax on houses, a tax on 
' motor cars, carriages or other vehicles , a tax on horses, servants and other 
, means of display, rather than necessity , a tax on betel leaf and arena nuts. 
With the exception, perhaps, of the last, these are all taxes likely to be 
more suitably managed by local bodies than by the central or even provin- 
cial governments In view of the suggestion that local bodies should be 
’encouraged to extend their sphere of activities by undertaking productive 
pubhc works withm their means, such as light railways or navigation canals, 
or other more suitable local industries, such additions to the local purse 
cannot but prove welcome. In large cities like Bombay or Calcutta, the 
house tax and the vehicles tax may quite possibly be made to yield 
substantial sumsi »f only to set off the impending loss of the obsolete and 
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lineconomic tax called octroi or town duties And even m smaller towns, they 
would certainly fall on the classes best able to bear such taxation, and 
thereby improve the credit of the locality As adjuncts to the imperial 
or provincial finance we consider such taxation quite unsuitable 

IV.— Other Sources of Revenue 

But while the possible sources of new taxation cannot be expected to 
meet fully the requirements of an ambitious programme of industrial develop- 
ment and social reform, we must realise that a well planned scheme of 
industrial development might, after a very short period, yield substantial 
revenues to the Government, and thus facilitate its own extension. There 
are a number of obviously paying industries which the Government of India 
might start or assist ,* and which, if only the programme is carefully planned 
m advance, would be so productive as to meet the burden of further 
extensions and improvements out of the revenues of projects already com- 
menced. Thus, to mention but a few of the most obvious cases, we would 
suggest that we have great possibilities of developing the shipbuilding 
mdustry. If only the mail and the coastal traffic are reserved for Indian 
built and Indian-owned ships, within three years the shipping department 
of the Government would meet all its expenses and leave a handsome 
surplus, if we are to believe the calculations of the newly started shipping 
companies in this country. t It would obviously be a source of considerable 
capital outlay at first, though nothing lihe the outlay required for the rail- 

* It IS bound to be a seriously controverted question as to whether Government 
should undertake remunerative enterprise of the type described above, or leave it to the 
mercies of pnv ate initiative and speculation We are convinced, for reasons which cannot 
be detailed here, that the best course in the case of industnes non existing m the country 
to-day, hke ship-buildmg on a large scale, would be for the Government directly to 
undertake and carry on themselves It would save the waste inevitable from a multiplica 
tion of such ventures if left to private initiative, and at the same time smooth the 
question of affording assistance to the ventures, which would be suie to be demanded from 
Government on the plea of the novelty of the industry It would also earn a consider- 
able revenue for the Government, and allow the mdustry to be operated m the national 
interests, if, as in the case of ship-building, a national policy is demanded which is 
likely to be unacceptable to private propnetors of such an industry It would prevent the 
establishment of powerful vested interest which might frustrate projects or policies of 
pubho benefit if private interest should clash with public objects The only alternative to 
collective or public ownership, that we should feel disposed to try, is co-operative 
ownership The latter, however, has a fair field in industries which do not lend themselves 
easily to be concentrated and worked on a large scale, which are essentially local in their 
character Co-operative enterprise has not yet been tried in India in the domain of 
industrial production , and, though personally we feel sceptic about its success, especially 
when the interest of the co-operative proprietors should come into conflict with those of 
their employees on the one hand and the consuming public on the other hand, we 
thmk as an economic experiment there is much to be said in favour of giving a fair tiial 
to the co-operative production, in such cases like forest exploitation for example, including 
rubber plantation and manufacture, vvood-distillation, paper mills, etc 

In other cases requiring large capital, it would be best to confine the industry to 
the State and work it on a collective basis The only danger that at this stage has to be 
feared is a possible growth of provincial rivalries, if localisation of industries takes place 
irrespective of local sentiment We believe, howevei, that the growth of a national 
sentiment, combined with the use of the industries thus commenced for a truly national 
object, would go a long ivay to mitigate the force of provincial jealousies 

t The fact that recent private ventures in that line now stand at a discount is 
explained by other factors which have nothing to do with the possibilities of that mdustry 
in India Cp the Bcomintcs Sj‘ the Shipping Indmtry by S N Haji, who has ex- 
haustively considered the subject mainly from the Indian standpoint, though the work may 
justly be regarded as a veritable contribution to the economic literature of the world. 



ways The total capital lequired for such industries would have to be 
borrowed, vheie the ie\enue surplus would not suffice to afford the necessary 
means for construction and improvement Then, again, there is the motor 
car industry The possibilities of this new industry are not yet fully in- 
vestigated . and It may be that the poveity of India in the matter of iron 
and steel may rendei the profitable establishment of this industry difficult. 
Should, however, it be found possible to undertake the project, Govern- 
ment v ould obi lously be the best agency to tackle it The much more 
profitable industries, still untried in this country m spite of great possibilities, 
are the industries connected with forests and mining enterprise Banking and 
insurance business, which to day bung crores of rupees of profit to private 
mdu iduals, mostly of non- Indian domicile, rendering by no means the most 
efficient service, are a legitimate field even now of public enterprise, and, 
in the alternative, of special taxation on non-Indian concerns in this depart- 
ment of commercial adjuncts These would mean, without even a period 
of initial waiting, considerable revenues to the exchequer. If in addition to 
the orthodov or conservative banking and insurance business, the State 
embarks upon a more ambitious scheme of industrial and agricultural 
banking , if, besides the hackneyed business of fire, life and marine in- 
surance, the ‘''tale affords insurance against railway accidents, against 
burglaiv or other similar risks, against industrial disabilities and agricultural 
pests, the business can be v'ery considerably extended, causing very little 
additional outlay to the State, particularly if the post offices and railway 
stations are utilised to serve the public in such matters. The public confi- 
dence will be all the greater in such enterprise when conducted by the 
State than when earned on by private individuals. The existing private 
institutions of tins kind are admittedly inadequate for the needs of the 
country even in the limited business they now transact There could, there- 
fore, be no reasonable objection to the State extending its activities in the 
same sphere for public benefit , and the existing corporations will in all 
probability gam by the support of State institutions when established. The 
revenue from a well developed banking and insurance enterprise of the State 
alone may be put, at the lowest, at not less than ten crores annually 

The question of finding the necessary funds for the establishment of all 
these various ventures has again and again been indirectly referred to, but 
not specially discussed. Borrowing would no doubt have to be resorted to 
on a large scale for the initial outlay, while all subsequent extensions 
may be expected to be met out of the current revenues. The Government 
of India has already accumulated considerable reserves for the stability of 
the Anglo-Indian exchange, and for the convertibility of their paper money 
'in circulation.’' A portion of these funds may be safely diverted to such 
* Rather than fritter away the accumulated resources of India as represented by 
the gold standard reserve in London, by an ineffectual policy of maintaining exchange, it 
would be more profitable to dl.'ert the fund, or at least part of it, to such purposes If 
the two reserves could he encroached upon for such purposes to the extent of half, they 
could supply sixty crores without borrowing If the Impenal Bank should introduce such 
expedients as the postal cheque or the Giro system, the possibility of danger would be consider- 
ably reduced, and people would gradually learn to economise the use of metallic money, 
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projects, particularly if simultaneously improvements in banking facilities 
render the apprehensions about exchange and conversion relatively inno* 
cuous. There are, besides, considerable amounts locked up in charitable 
funds, which might, if the Government commanded the full confidence of 
the community, be utilised for the same puiposes, ^ The sums possessed by 
religious bodies, and remaining practically utterly idle, aie another source 
of capital, which a national government of India must tap rather than render 
its credit sensitive by a resoit to foreign money niaikets It would be 
bold to say how much of the immediate capital requirements of India could 
be provided by India herself ; but a modest estimate might suggest that 
half those needs could be met by indigenous resources, if only the Indian 
financiers know the right means to set about their business t 

The object of these suggestions for the extension of State enterprise in 
matters industrial is two fold On the one hand we shall need consider- 
able resources for works of moral and material benefit of the country, which 
cannot be found from the existing resouices On the other hand the 
undertaking of such projects as has been suggested above would necessarily 
result in the creation of additional employment, and consequently more 
wealth, which alone can combat the appalling poverty of India If the pro- 
portion of employment, which now obtains between agiicultural and other 
occupations, can be altered even by the addition of a third of the present 
agriculturist population to industry, transport or commerce, the pressure 
would be substantially reduced on agriculture, and the horrors of famine and 
unemployment would be avoided.! 

As already mentioned, it is impossible to outline all the leasons why 
we have advocated State or collective enterprise in at least the absolutely 
new industries. One reason at least may here be mentioned That India 
must work out her industrial ambitions by adopting the methods which 
are now collectively described as the industrialism of the west does not 
admit of any question. There is no hope for the handicraftsman and the 

* No one can say exactly wliat amounts are locked up in ineflectual chanties, or 
religious institutions or bodies An estimate once made by the authoi as piosident of the 
All-India Jam Conference, 1913, for his own community, of only a million souls all over 
India, indicated for that community alone a total of ovei 100 crores of lealisablc wealth at 
present lying utterly idle The estimate was based on a guess of the possessions of 
individual temples and monastic orders in 1915 Its accuracy vas never challenged, though, 
of course, the suggestion to divert this wealth for industrial oi other social puiposes was 
naturally most violently attacked If we take into account the wealth of the Hindus, 
Moslems, Christians, Jews and othei sects, the figure would be laiga enough for all 
immediate needs 

t The immediate available funds in India itself may be thus estimated — (1) Sav- 
ings Bank Deposits. Rs 20 crores (2) Half of Paper Cuiiency and Cold Standard 
Reserves, Rs 60 crores (3) Deposits obtained by mipioved banking methods, Rs 50" 
crores (4) Public Trust Money Rs 30 croies (5) Portion of icliable and available 
capital locked up with religious bodies, Rs 200 crores Total Rs 360 cioies 

fl have worked out tins question moie fully m my lectuies on " Indian Industry 
and Commerce, not yet published The conclusion is the same, but I think in tlie estab- 
lished industries of cotton and jute, for example, the co-opeiative production and distribu- 
tion might be tiled as an alternative to pnv'ate enterprise, as a solu'ioii of laboiii unrest, 
as a modification of the dangers of a piotcctioiiist taiiff policy In tianspoit and iii 
mdustries based on agriculture, like sugar lefining or iiibbei manufactiiie, also, tbeie is a 
limited field foi the co-operative enterniise. 
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small artisan ; or else there would be no chance for India to become a great 
industrial country. If this principle is accepted, India would be able to 
avoid all the dangers involved in the class conflicts, monopoly pressure, 
private greed, waste or short-sightedness, if fiom the outset the principle 
of collective enterprise is f lankly and fully adopted, in at least those indus- 
tiies which, admitting of laige scale, concentrated operations, are yet quite 
new m the country, and therefore have no vested interests to contest or con- 
ciliate, + 

V.— Summary of Recommendations 

We have now reviewed the pimcipal sources of revenue and expendi- 
ture of the Government of India, and made our suggestions touching the 
improvement of a good many of them. If the recommendations made in 
this work were all given effect to, the budget of the Government of India, 
taking the imperial and provincial accounts together, as has been the case 
until very recently, would stand somewhat as follows .— 



In Crores 


In Crores 

Revenues. 

of 

Expenditure 

of 


Rupees 


Rupees, 

Land Revenue 

20 00 

Direct Demands 

15 00 

Opium 

3 00 

Interest on — 


Salt 

5 00 

Industual Debt 

20 00 

Stamps 

15 00 

Agricultural ,, 

IS 00 

Excise (including tobacco) 

20 00 

Transport ,, 

15 00 

Customs 

55 00 

Unproductive ,, 

20 00 

Income Tax & Death duties 

45 00 

Education 

40 ’00 

Forests Domain 

10 00 

Police 

10 00 

Registration (marriage fees) 

10 00 

Post Office 

10 00 

Post Office 

15 00 

Sanitation 

5 00 

Railway Property (net) 

20 00 

Law 

7 00 

Irrigation 

5 00 

Agriculture 

5 00 

Industrial surplus t 

10 00 

Miscellaneous . 

5 00 



Pensions, &c 

12 00 

Miscellaneous Fees 

7 00 

Transport and Communica- 

10 00 



Defence (including Navy) 

45 00 



Industrial 




Development , 

11 00 

Total Revenue 

240 00 

Total Expenditure 

240 00 


* The emphasis laid by Mr Gandhi, in his non-co-operation campaign on the spinning 
wheel as the one redeeming agency for India, seems to imply a curious perversion of 
history The spinning wheel has no future against the power mill, and, as a nation, we 
. cannot allow the waste of energy involved in denying to the nation the mechanical 
improvements and labour-saving devices perfected in the west "Without being at all 
enamoured of the western industrialism, we may yet refuse, m the interests of the Indian 
nation, to surrender the triumphs over nature won by man whether m the east or in the 

f To the degree that collective enterpnse succeeds, the financial problem would 
change its aspect from that of public revenues to the one of a more equitable distribuhon 
of the national wealth Profits, as we now understand them, will not be the one index 
of success, for the profits will be absorbed more and more by increase in wages or by 
Cbea|)er service to the community ' 
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In these figmes, winch are of couise, veiy lough guesses, the principles 
invoh ed have already been discussed befoie, as also the reasons foi in- 
creased estimates given above. The only explanation that need be offered 
here is The land revenue has been reduced from 35 to 20 crores with 
a view to give effect to the principle of exempting a minimum of income 
from taxation Again, while the ideal of abolishing the drink traffic or that 
in other intoxicants must nevei be lost sight of, and that attempts must ; 
steadily be made to reduce all traffic of the sort, and consequently all 
revenue therefrom, the figure given above will, for a few years to come, go 
on , and, with the addition of a tobacco tax as mentioned elsewhere, the 
figure may well be maintained at 20 croies even with total prohibition. 
It is only in the last item, the profits from the industrial domain of the 
state, that we have provided a remedy for the predilections or weaknesses 
of the financier, inasmuch as the declining revenue in excise will be more 
than compensated for by the increase m the last item in the list Similarly, 
the customs revenue, though no longer devised merely foi the purpose solely 
of revenue, will be a growing item at first, with possibilities of effective 
checks to the growth m proportion as the ideal of indigenous development 
is realised In that case, if our system of finance is properly balanced, the 
increase in the last item as well as m the income and other direct taxes will 
make up for the decline m the customs revenue For the post office, the 
forest domain and transport items, no further explanation is needed. The 
elimination of the item of tributes from the Native States is in accordance 
with our conception of the solidarity of the Indian nation against which 
these anachronisms of Indian States are so many hindrances We have 
discussed in a later section the possibility of rearranging the finances of 
India on a national basis The items of interest, and miscellaneous 
receipts have been altogether excluded from the revenue side, as also the 
whole of the municipal and other local revenues as being all pledged to purely 
local sei vices. 

On the side of expenditure, it is necessary that the military expenditure 
should be definitely limited, by a cleai definition of the purpose of the army. 
There must be no occasion for any subteifuge, no possibility of its abuse m 
aggression upon our neighbours. And m so far as these neighbours may 
afford legitimate grounds of apprehensions for our national safety, the limits 
must be clearly, precisely drawn as to the point where national defence ends 
and imperialistic aggression begins The head of interest is explained by its 
subdivisions We have classed, against the principle laid down elsewhere, 
education under departmental expenditiue, not because we have lost sight- 
of the fundamental distinction, but because for the puipose of this summaiy 
such a classification is convenient The table given above does not show at 
all the one piinciple of public expendituie in India on which we have insisted 
elsewhere There will be no chance of a radical refoini in our financial 
system so long as the home charges are not utterly abolished , no means 
of in\roducing a rational currency system, so long ^as our Government 
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continues to be obsessed with large annual payments to be made m a 
currency other than the one commonly accepted, or legally established, in 
the country The mere expedient of increasing the proportion of Indians 
in the public services will not help We must definitely resolve finally 
and completely to do away with the costly foreign agency within a given 
period. Our non-effective charges will thus be payable within the country, 
while the incubus of the British War Office will be abolished. As regards 
interest, even granting that a certain amount has to be paid out of India, 
the burden will be insignificant if the indebtedness is incurred for productive 
purposes on strict commercial principles, and is managed by properly 
conducted banking institutions 

In civil expenditure, we have urged, in its proper place, the need for a 
revision of the salaries and allowances of the public servants , and the 
saving expected on this head is distiibuted over the several items given 
above. 

The industrial expenditure may be of capital and non-recurring nature, 
or may be recurrent It would be best to charge it against levenue upto 
a sum suggested in the table, and beyond that to loan account, 



PART IV 


The Public Debt of India 

I.— Nature of Public Credit and the Necessity of its Use 

The practice of borrowing by great states in modern times has 
become so common that we are apt to forget the relatively very recent 
origin of this use of public credit, and also to misunderstand its nature. 
If by credit we understand the power to obtain command over another’s 
capital or wealth, acquired with the free consent of the true owner 
in return for a promise to reimburse at a later date, together with 
a regular payment of a stipulated interest, we must recognise some 
important fundamental dififeiences between public and private credit, and 
the consequent difference in the treatment of public and private indebted- 
ness. In the case of private individuals, in all ordinary borrowing, the 
borrower must offer to the creditor some security —a mortgage or a 
pledge— out of the borrower’s existing or expected wealth, without which 
the loan operation would be difficult In the case of public borrowing 
by the state, it is, as a rule, impossible for the state to alienate 
any portion of the public domain, even if the state possesses one. * 
In fact, in most cases, the effective cause of borrowing by the state 
IS the absence of any realisable and alienable wealth belonging to 
the Government as representing the state. This great difference between 
a private borrower and state borrowers leads to considerable divergences 
m the contract of loan,' The creditor m the case of private borrowers can, 
m the last resource, realise his claim out of the specific security obtained at 
the time when the loan contract was made ; but there is very little, 
if any at all, possibility of this nature in the case of the indebted 
states, » Again, while a private borrower, given the will and the 
foresight or prudence required, can make regular and immediate provision 
to meet his debt when it should fall due, by increasing his efforts 
to produce or by cutting down expenditure, the debtor state cannot 

* For the liquidation of German indebtednesa, tbe proposal to hypothecate the 
German railways and public mines used to be freely mentioned In a manner the condi- 
tions of repaiatlon in the Versailles Treaty suggest an indirect hypothecation of the whole 
of the German national resources It remains to be seen how far the sovereignty of the 
new German state will in practice prove compatible with these conditions, how far the 
League of Nations would enforce or modify the Versailles Tieaty in this particular 



always and readily adopt such a course. More often than not, its loans 
have been contracted for purposes which have no substance or surplus 
behind And the public expenditure of the state admits of no rapid 
and proportionate curtailment, such as would guarantee the repayment 
of the loan when due. Works may have been commenced, or policies 
adopted, which could not be altered, and therefore, expenditure m 
connection with them cannot be reduced. Public servants, again, may 
have been engaged, who cannot, without serious risk of chronic unem- 
ployment and wide spread misery, be dismissed to afford relief to the 
public expenditure. Hence, though the state enjoys the advantagj 
of being the sole judge of its own solvency, though it admits no limits tcj 
its revenues save those imposed by the absolute needs of its citizens*, 
it IS yet in a markedly difficult situation m the matter of retrenchment 
to repay its debts. 

Such being the differences between the nature of private borrowing 
and that of the state, the question next arises how far, and on what 
grounds, is it advisable for the state to borrow. If on every occasion 
that the receipts do not suffice to meet the disbursements recourse is 
had to borrowing, the limit will soon be reached beyond which not 
all the exercise of the sovereign power of the state would suffice to 
meet even the interest charge on the new debt added every time. 
Under such circumstances the state will be faced with an annihilation 
of its credit altogether. The common device of incompetent or timid 
financiers to borrow on the pretext that the deficit m the budget is 
due to " extraordinary ” expenditure, not likely to recur in the subsequent 
years, and therefore not fit to be charged on the current revenues, is 
subversive of all sound principles governing the management of public 
credit. An outlay, which in a given year appears to be extraordinary, 
e. g. reorganisation of the army, or the cost of a military expedition, 
or of famme, may yet be recurring, if not m the same form or the 
same object in the subsequent years, at least with the same effects as 
far as the public purse is concerned. But even granting the non-recurrmg 
character of such extraordinary expenditure, that by itself is no justi- 
fication for a recourse to borrowing rather than looking to current 
revenues to finance such an outlay. * It may, indeed, be that the 
revenues of the state are for the moment so fully charged with the ordinary , 
expenditure, that, for that year at any rate, borrowing may be inevitable ; 

’ In England, the home of sound finance, the opinion seems to have gained 
ground ever since the time of William Pitt, the younger, that it ivould be preferable, as far 
as possible to finance a war by increased revenue than by loans , and what applies to war 
-applies to all other apparently extraordinary non-recnrnng expenditure Gladstone, m his 
budget speech of 1854, has made the principles governing war finance classic The 
Ime of distinction between what outlay should be met by loans and what by taxation, 
may be said to he along the possibilities of benefit to the subsequent generation Borrowing 
would be necessary as well as commendable, if from a contemplated outlay the genera- 
tions to follow are expected to derive mateanal benefit Borrowing would be rumous 
if incurred, only to cover up the waste caused by our generation m the eyes of our 
posterity. It must also be considered with reference to the effect on the distribution of 
wealth within the country. The eighteenth century opinion that all public borrowing is 
benefioiai is thus without justification. 
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but if so, such a, loan must be for the shortest possible term, and provision 
must be made by the state to pay it off from the increased current 
revenues. ifNo debt incurred to cover a temporary deficit in the ordinary 
income should be such as to accumulate and increase till its interest charge 
should come to be great enough to absorb all possible increase in the 
revenues, s 


The proper justification for the use of public credit, then, is to be 
found in those objects of public utility, the cost of ■which is too large to be 
met out of current revenues, and the result of which is expected to be 
such an addition to the current revenues as to render the burden of the 
debt insignificant j As all public borrowing is an inroad upon the capital 
of the citizens, which is theieby diverted from productive purposes m the 
hands of private individuals, the stale would not be justified in causing 
the diversion, unless it is expected to accomplish a similar object which 
private mdividuals may not attempt because of its vastness or unfami- 
liarity. It may sometimes happen that public borrowing for objects of 
utihty, or rather for reproductive purposes ' would not meet this 
test, if we consider only pecuniary results to the state itself, but if, as 
the consequence of this extension of public activity, there is an addition 
to the wealth of the community, this indirect gam to the state may affoid 
sufficient justification for the original boirowing And there are othei 
advantages of the state utilising its credit for such purposes, It gives 
^n . -impet i i s to tbe^mstmct of savin^.._aiid consequently to, the formatio n 
of— capital. -bv— affording safe xffiaauftls.-Jnr — mwetetteni. It s oneratioT ig 
engender, also, the habitude of dsaliag.jffU..-Sec5,t£ilm-Qt.uatMSikle. -Health. 

(I Only, care must be taken that by too frequent a lecourse to borrowing 
the state should not destlQ3i_all spirit of private enterprise, or create 
unnecessary fluctuations m the market for capital which might lead 
to unjustifiable speculation. | 


If public indebtedness should have been incurred exclusively for pro- 
ductive purposes, the question of paying off the debt has hardly any practical 
interest. The question must, no doubt, remain very important in every 
(ase of a debt incurred for purposes which leave no tangible assets behind. 
It to meet the charge. Provision, whether by means of a sinking 
fond or other specific reserve, or by additional taxatiou, must be made 
^ ‘isbt 1 for the sooner this useless burden is removed 
the better for public credit and general welfare. But in the case 
of debt incurred for objects indicated above, the surplus _ revenues, 
after a certain period, would suffice to bear all charges, and provide . 
for liquidation automatically., If under such ^ circumstances, no effort 
18 made to pay off the capital even though there is a surplus, the 


» Borrowing only for productive pmposes would not.. it may be suggested, cover 
the case of borrowing for radwajusajas‘>^“ction . for strictly speaking transpou is not 
production, but only a faci l it y . Jp - exchange Borrowing for prodnctne purposes is not 
necessarily the aame thing a& boirowing for object which will ultimately RaiUaJhe^^q^ej 



state may have other objects in view, or some special justification In ' 
any case- theie would be no need foi anxiety so long as the surplus 
created IS not what thj French writers caYL “ gaspilU. ” In a sopiety in 
which some kind of collective enterprise is accepted, but which does not 
exclude private enterprise altogether, it would be wise for the state to 
clear its property, as soon as may be of all charges, including those 
for capital redemption, particularly if the programme of public borrowmg 
for similar purposes is a continuous one. It would not be wise to 
suffer public credit to be impaired merely by overconfidence or indifferenpe. 
While no special effort is needed, and no additional taxation has to be 
imposed, it would yet be prudent to apply the normal surplus due to such 
enterprise to pay off the debt charge. 

It may, however, be observed that the present universal practice consists 
in giving a collective guarantee of the credit of the state as judged by its total 
revenue resources, without any attempt at specification, without any idea of 
setting apart given revenues for given objects The practice of consolida- 
tion is no doubt advantageous, particularly in a rich state with a variety of 
obligations incurred at different times for different purposes. As in such 
a case there would be a possible chance for the weakest link in the chain to 
determine the strength of the entire chain, consolidation helps to prevent 
such weakness from becoming apparent to the prejudice of the credit of the 
state. As no state is quite free from some part of its debt being for wasteful 
purposes, the practice of consolidation may on the whole be condemned. It 
has, moreover, another advantage m that it helps the state to avail itself of 
any fall m the rate of mterest, and thus reduce its total burden by way of 
interest. The practice, if uniformly adopted, would prevent the automatic 
liquidation of that portion of the debt which may have been incurred for 
productive purposes. In that case the only safe recommendation would be 
analogous to the policy followed m England before the last great war ■ apply 
all the available surplus for the redemption of the debt, arrangmg the 
normal standard of revenue and expenditure so as usually to leave a surplus. 

11. — The Origin and Growth of the Public Debt of India 

The public debt of India, as it exists to-day, is the creation exclusively 
of British rule m this country. The previous governments had to live 
necessarily withm their income, as much from the ignorance of the nature and 
use of public credit, as from the impossibility of putting it to proof in a 
well ordained manner, even supposing the earlier financiers understood the 
.character and aim of public credit India had, therefore, no “ National 


* This,_ of course, does not mean that the ancient Indian potentates did not 
indulge On their account into occasional borrowing, and whenever they did they could have 
offered the only security they commanded, the pubhc revenues and public property of 
their states There was no clear distinction between the pnvate operations of the ruler 
and the pufahc obhgations of the State Nevertheless, as all such indebtedness must, 
by Its very nature, have been of short duration, it was paid off or written off or suppressed 
Wthout becoming a public and permanent charge. 
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Debt ” prior to the establishment of the British rule m the country. The 
East India Company, as already observed elsewhere, was a notorious offender 
against the canons of sound finance. Whenever its revenues failed to suffice 
for its expenditure, it had recourse to borrowing When the trading 
charter of the East India Company expired in 1835, the total rupee debt 
t.e., the debt incurred in India, was Rs. 33’295 crores as the result of 
war and conquest. In the next fifteen years, the Afghan and Sikh wars 
combined to raise the debt, by 1850, to Rs. 45'336 crores, which remained 
nearly at the same level right upto 1857. The heavy expenditure involved 
in suppressing the mutiny caused a considerable increase in the total 
indebtedness, amounting in 1859-60 to Rs. 63*555 crores. On the transfer 
of the Government of India to the crown, the Crown assumed this debt 


of the Company 

in addition to a payment of ;^12 millions to the 

proprietors 

of the East India Stock, 

which sum was also added to the debt of India. 

The sterling debt during the Company’s 

regime was insignificant. The 

following table shows the 

growth of this 

debt from 1820 in 

ten yearly 

periods,! 





tYear. 

Registered 
debt'm India 

Interest 

payable 

Registered 
debt in Eng. 

Interest 

payable. 


Rs. 

Rs 

£ 

£ 

1820-21 

27,24,77.630 

1,03,15.400 

5,762,888 

253,247 

1830-31 

33,12,96,680 

1,74,19.770 

3,750,479 

93,377 

1840-41 

29.47,65.040 

1.35,37.050 

1,750,992 

59,856 

1850-51 

45.42.87,550 

2.12,39,750 

3,920,592 

136,482 

1860-61 

63,44.58,100 

2.88,34.460 

28.496,917 

1,249,832 


•Apropos of this debt, the Welby Commission observes —"The history of this 
debt during the last 60 years conveys an interesting iesson in finance From 1838-39 to 
1861-62 deficit was the rule and surplus the exception, for 19 years of the former were 
arrayed against five of the latter The statistics of the Company leave much to be desired 
in piecision and the figures of the early years must be taken only as approximate . 
The permanent debt of India, whether raised here or m India, amounted, on the 30th 
April, 1842, to ;^'33,577,414 On the 30th April, 1857, immediately before the Mutiny, 
it amounted to ;^31,327,958, an increase of 53 per cent m 15 years The 30th April 1862 
marts the close of the Mutiny expenditure and the permanent debt had then risen to 
;f97,037,062 an increase m 20 years of nearly 190 par cent ’’ 

t Owing to imperfections in the statistics, the figures for this period as given by 
different authorities do not agree See inter aha Wilsoa’s first budget statement, Dutt’s 
India tn the Victorian Age. Strachey (op cit ) the statistical abstracts, etc The Welby 
Commission figures are from a Parliamentaiy Return of 1881. 

f Of couise the rupee and sterling figures are not to be understood as showing a 
difference in the proprietorship of the debt making the rupee debt belong to Indians and 
the sterlmg debt to Englishmen Though no definite information is available, it is pro- 
bably quite true that a considerable pioportion even of the rupee debt was held by 
Englishmen in England One can easily undeistand that in the early years of the Corq- 
pany's rule they could not have persuaded Indians to lend to the Government, 



The East India stock of 12,000,000 was provided for by a special 
fund, which would have paid off the amount by 1875. Though this debt was 
actually paid oft m 1874, the fund for the purpose was less by ^4,579,41& 
for the amount in 1874, and consequently that sum was added to the 
permanent debt of India.* But the whole of this tiansaction relating to the 
transfer of the debt incurred by the company to the Government of India 
under the Crown has been challenged from the stand-point of political justice. 
The debt had been piled up to effect the conquest of India, and whan 
the empire was acquired by the Crown, the cost of its acquisition was 
saddled on the Indian exchequer. In the opinion of Mr. Duttf an impartial 
tribunal discussing this debt would have ruled that no claim lay against 
India as to ^69} millions of the debt, which was “ part of the unjust demand 
of an annual tribute which India should not have paid,” The cost of 
suppressing the mutiny by British troops, amounting to /40 millions, might 
have been allowed against India, subject to a deduction for the expenditure 
incurred by India on the wars waged for British imperial purposes-— wars 
with Afghanistan, Persia, or China. The public works debt of ^^24 million 
would also, he thinks, have been allowed against India, subject, possibly, to 
injunctions against further borrowing to meet wasteful guarantees on 
railways “ A hundred millions of the so called public debt of India 

would thus have been struck off as not justly due from India 

There would have been no national debt ; for there need be no national debt 
in India." 


IH.— Interest Rate and Conversions 1850-1915 

We cannot quite adopt the view underlying the last statement, though 
as regards the major portion of the Company’s unproductive debtt, opinion 
may well be divided as to whether India could m justice be asked to 
bear its burden The offence of the Company was all the greater, because 
while they went on borrowing for wars and similar wasteful purposes, they 
made no provision to pay off the debt. Some attempts at funding and 
conversion were made during the closing years of the Company’s rule, 
but they w'ere of no avail. The interest on the rupee debt was in 1820 
at the rate of 6%, and the debt bearing this higher rate was not paid off till 
1858-59. From 1823 to 1853, the Company had boirowed at 5%, and 
between 1824 and 1835 small amounts had also been borrowed at 4%. The bulk 
of the 5% debt was converted into 4% in 1854, but the shock to the credit of 
the state caused by the mutiny necessitated more borrowing at the higher 
rate of 5% which was not finally paid off till 1871 In 1859, the Government 
'of the Ciown had to borrow at 5i%, and that loan was not paid off till 
1878-79, The 54% loan was, however, converted m 1871 into 44%, so 
that after 1878-79 practically the whole tupee debt was at interest varying 


* Para 118 of the Welby Commission Report, 
t P. 375, Dutt, p c eit, 
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between 4% and 4i%.* The 4i% loan was converted by 1893 to 4% with 
the exception of a sum of Rs, 1 crore borrowed from the Holkar Durbar for 
the Indore State Railway, and not convertible till 1970 In 1893 com- 
menced the first 3i% debt and m the next year the bulk of the 4% debt was 
converted into this lower rate debt, In 1896-97, a new loan of Rs 4 crores 
was raised at 3°/o, but in 1900 the rate was again raised to 3i% which 
remained the prevailing rate until the world war broke out in 1914, 

IV — Origin of Productive Borrowing 
Productive borrowing entered into the scheme of the East India 
Company’s finance to a very small extent towards the close of its regime. 
The principles which ought to govern such boriowmg were not, however, 
properly understood at first. The only productive outlay by the company 
was on irrigation canals in the United Provinces and the Punjab, which was 
estimated to have cost in all about Rs, 5,40,00,000, by 1862 t In 1867-8 a 
new policy was adopted. The state from that time determined to charge all 
expenditure on irrigation and construction of railways by the state to a capital 
account. The item of “debt” was split up into two m the public accounts, one 
of which was the “ Productive ” or public works debt, the interest on 
which was not to be charged under the general heading of “ debt,” but under 
the railway levenue account and irrigation, The remaining portion of the 
debt was to be called ordinary debt, interest on which was to be charged 
undei the general heading of debt, In working out the new policy it was 
found, that as the Government of India had provided for no sinking fund, 
and as no positive law required tlie application of the revenue surplus to 
the redemption of the debt, while the grand undertakings of public utility 
demanded consideiable and recuinng expenditure, it was most convenient 
to devote all spare or surplus revenue, not to the purchase of debt with a 
'view to its cancellation, but to capital expenditure on works for which the 
state would otherwise have to borrow In order, however, to show ac^ 


curately the amount of this capital expenditure, the revenues thus expended 
* Prof Ramsay Muir in a letter to the present author, criticising his work on the 
Governance of India, objects to this view as being unjust He considers that the British 
crown, taking over the Government of India from the Company, was in the same position 
as a capitalist or land lord buying an estate which he thinks has immense possibilities, but 
which needs considerable outlay for reclamation works before the estate could be made 
to pay As the capitalist does not wish to obtain any profit for himself from the estate, ha 
could not be blamed if be charges the estate at least with the cost of reclamation We 
cannot agiee to this view of the case It is open to argument whether the British Crown — 
the capitalist — has not derived, directly or indirectly, consideiable gain for the British 
public out of this rich estate of the Indian Empire, even if we accept that the Company’s 
debt was incurred for anything at all similar to reclamation Indians will find it difficult to 
adopt this view In any case granting the whole position of Prof Ramsay Muir, it only 
comes to this that the Biitish crowui should not have been chaiged with the East India 
Company’s debt It does not show why India should bear that debt Possibly, it would, 
be most in accordance with political justice to say that the debt should have been borne 
by neither India nor England The cieditors must be taken to have lost their claim on 
the demise, aftei insolvency, of their debtor, the East India Company 


t Out of the total rupee debt m 1178-79 of Rs 76 48 crores, Rs 15 14 ciore 
pel cent and Rs 61 333 at 4 pet cent 

This sum of Rs 540 lakhs was spent on public works before 31st March 
and the public works debt was increased accoidingly The details of this outlay are 
Sea para 118 of the Welby Commission (Majority) Report for some explanatio 
adjustments 


1867, 
ms an4 



are charged to the “public woiks” poition of the debt and a siniilai amount 
IS deducted from the ordinal y debt If m any year Rs, 1 ciore can be saved, 
the amount is spent on pioductive or protective works, and a corresponding 
addition IS made to the public works debt, and a simultaneous and equivalent 
deduction f tom the ordinary debt. The effect is the same, but the cost of 
a double operation is avoided, and the revenue surplus applied automatically 
to productive or public works purposes. 

V. — The Ordinary Unproductive Debt of India 


The Ordinary debt, whatever its justification, has, by the operation 
described above, been steadily reduced, even though the Government of 
India have not followed the English precedent m this respect of buying debt 
for purposes of cancellation. Bet- 
Date year Ordinary P C ween 1860 and 1925 it was fre- 

I^bt of tot qygjj^jy addeij to by the three mam 
48 5% factors of famine, war and exchange, i 
37 14% while it lasted ; while in the post 
36% -war years the heavy and recur- 
15 24% accounted for very con- 

9 ^ siderable additions. The margi- 
4 6% nal table, however, shows that m 
8% spite of such additions, the total 
7% debt was, upto 1914, regularly 
reduced, with a corresponding in- , 
29 5 % crease taking place in the produc- '• 
31 0% tive debt, in so far as revenue 
31 1% surpluses were devoted to these 
do 1925 .. 247 39 26 0% p^jjpQggg During the World War 

the unproductive debt was very considerably increased, first in 1915-17 
to meet the requirements of the Governmer^t of India, and after 1917 in 
order to make a war contribution of £ 1 ^^ million to the United Kingdom. 
The policy of borrowing dming the war had, if at all, to be carried out in 
India, as the English money market was already too heavily stramed 
by similar operations of the British Government to permit any considerable 
borrowing by other bodies. But borrowing in India, apart from the intrinsic 
wisdom or necessity of such a course as between England and India m view of 
the past history, inevitably led to an undesirable deflection of Indian 
capital from the more productive and legitimate channels Bor the first 
time in a hundred years an opportunity had occurred for the -development 
■'of Indian mdustnes by Indian capital , hut that opportunity was baulked 
ijby a policy of heavy borrowing, often under considerable pressure 
ji from official quarters The evil might have been borne, without protest as 
an inevitable misfortune of war-^ime, could the people of India have consoled 
themselves that the service rendered would have been at all adequate. But 
a pohcy which might put back the Indian industrial development by a 
generation could not, even if it had been realised to the fullest desired extent, 


1903 

1908 

1913 

1914 

1915 

1916 

1917 

1918 

1922 

1923 

1924 

1925 


109 5 
97 5 
105 2 
88 7 
56 1 
37 5 
19 2 


10 5 
133 3 
218 16 
245 60 
257 70 
247 39 
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have borne the British war expenditure for more than a 'fortnight in 
And, even so, India might have endured this borrowing in silence, had there 
been no alternative As a matter of fact, the British Government was 
borrowing heavily in the United States which had immense resources to offer to 
its allies The Government of India could have borrowed in America, 
either directly themselves, or taken over a part of the debt of the British 
Government equal to the promised contribution, much more easily than m 
this country. The service to the Empire would have been the same, while 
the disturbance to Indian industrial development would have been completely 
avoided. As it was, the policy of borrowing in India was continued at the 
expense of serious inflation m prices till its logical conclusion had to be 
accepted in 1918 — prohibition of all industrial investment except under 
license No one can sjiy what wpuld have been the ultimate consequences 
if this policy had lasted a qouple of years more Luckily, however, the war 
came to a close in 1918 November, and this disastrous policy was shelved 
VI.— Interest, Receipts and Expenditure 


We may at this stage consider the head of Interest in the public 


Year 


1861-62 

1871-72 

1881-82 

1891-92 

1901-02 

1911- 12 

1912- 13 

1913- 14 

1914- lS 

1915- 16 

1916- 17 

1917- 18 

1918- 19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 


Interest 

Receipt 

Rs 

3.42.180 

36.32.120 

89.69.040 

87.94.430 

1.17.85.200 

2.17.31.108 

2.21.05.618 

2.02.81.776 

1.53.49.606 

1.64.46.257 

1.70.47.563 

3.25.51.621 

5.74.41.320 

6.57.99.670 

4.30,21.801 

2,18,90,036 

2,56,01,860 

4,75,26.479 

5,25,61,676 


Interest 

charge 

Rs 

3,13.48,970 

5,96.62.990 

7,48,83.800 

9,62,33,500 

10,59,43,920 

14,82,72,186 

15,24,83,943 

15,18,54,653 

15,76,94.998 

15,99,65,042 

15,52.10,852 

25.49,88.682 

26,95,15,443 

28,90,25,284 

31,89.81,339 

30,96,96,655 

31.81,13.572 

35.98.06,204 

38,61,55,547 


Net 

charge. 

Rs 

3,10,05,790 
3,60,30,870 
6,59,14,760 
8,74,39,070 
9,47,58,720 
12,65,41,078 
13,03,78.325 
13,15,72,877 
14 23,45,392 
14,35,18,785 
13,81,63,289 
22.24.37,011 
21.20.74,123 
22.33,25,614 
27,59,59.538 
28,78.06,619 
29,25.11.712 
31,22.79.825 
33,35,93,871 


accounts. There are both 
receipts and expenditure 
under this heading, and the 
net charge would be 
obtained only after making 
allowance for these re- 
ceipts, The marginal 
table shows the growth of 
this item of net expenditure 
during the last sixty years. 
It appears as an item of 
net charge because the 
profits from Productive 
Public Works are not set 
off here against the inter- 
est paid on capital sup- 


posed to have been borrowed for the purpose. In addition to the ordinary 
debt, there is also a certain amount of unfunded floating debt represented 


by Savings Bank deposits and other similar obligations, interest on which is 


also included 


The receipts under interest are derived from profits of the invested 
portion of the Paper Currency Reserve and of other Reserves and Balances) 
Loans made to Native States, Provincial Governments and local bodies, &c.* 
The following table gives an analysis of these receipts — 

* In September 1918, the Government of India pionused an additional contribution of 
;^45 million, if the War -was prolonged, and if India had not to face any extraordinary 
expenditure for war or famine herself Both these eventualities did occur in 1919-20, and 
the contnbubon is once again under discussion The Afghan War alone has cost ;^16 
million There is no reason to contmne this contribution now Eventually the Indian War 
contribution was very much reduced 





^Analysis of Interest Receipts 


I.-~Loans and Advances 1921-22 

Rs 

1 Indian States, Laadholdeis and 

other notabilities . 6,01,610 

2 Presidency Corporations includ- 

ing Poit Trusts 32,05,762 

3 Mofussil Municipalities 13,49,989 

4 Cultivators 33,61,779 

3 Other items 36.34.066 


1922-23 

Rs 

5,64,762 

34,19,441 

16,59,270 

47,61,368 

59.82,534 


1923-24 

Rs 

5,29.262 

35,55,429 

16,40,529 

39,04,658 

88,47,754 


1924-25 

Rs 


8,00,483 

36,27,351 

17,30,206 

32,88,592 

1,26,98,757 


II —Investments— - 


1 Bombay Development 

2 Secunties of Railway Compames 

Provident Fund . . 30,95,271 

1 Arrears due . 3,40,055 

2 Overdrawn capital of Railways 37,107 

3 Advances to Railway compames 

charged to capital . 4,51,974 

4 Other Items . 44,73,591 

Less refunds .. 8,131 


44,00,462 

3,77,641 

54.490 

8,32,283 

36,29,169 

41,699 


36,58,254 

2,40,017 

76,047 

10.61,848 

2,41,92,424 

1,05,280 


13,50,000 

36,67,591 

3,29,513 

65,054 

16,44,095 

2,58,77,925 

71,812 


Total . 2,18,90,036 2.56,01.860 4,75,26,479 5,33,61,676 

N B. — The division of Interest Receipts between Imperial and 
Provincial Budgets is explained by the fact that certain sums are annually 
placed at the disposal of the Provincial Governments, to be by them 
advanced to the cultivators or Local Bodies. The interest on these is taken 
by the Provincial Governments. The very heavy increase m the last 
3 years m the item of interest receipts in England is due to (l) consi- 
derable investments in British Treasury Bills and other secunties as al 
reserve against the special short term debt of the Government of India, ’ 
and ( 2 ) increasing interest receipts from the larger and larger invest- ' 
meats m the gold standard and paper currency reserves. In the two 
reserves combined, India has invested over.,;^130 million m the various 
British secunties. They have depreciated substantially, and a provision of 
;^399,080 m 1916-17, and of ^^450,000 in 1917-18 was made by way 
of a depreciation reserve fund. These sums have been deducted. There is, 


* In the first edition the figures given weie for 1915-16 to 1918-19 and included the 
interest on Securities in the Paper Currency Reserve In the figures for the later years as 
given above, these are not Included though the interest on the invested portion of sterling 
reserves must be The operations of the Paper Currency Department show the following 
financial results — 



192l-2i 

1922-23 

1923-24 

1921-25 


Rs 

Rs 

Rs 

Rs 

Interest on Securities 

4.19.79,665 

3,32.90.042 

2.92,42,785 

3,55,22,088 

Other cash receipts 

3,34.345 

2,94,271 

3.70,198 

2,91,576 

Refunds ... 

61,008 

75,593 

73,009 

58,292 

Expenditure 

94,44,816 

88,95,827 

84,89,794 

58,63,064 

Ret profit 

. 3,28,08,186 

2,46,12,893 

2,10,50, l&O 

2,98, 92, £08 
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besides, a special reserve, the interest on whose investments was taben at 
m 1918-19, and £'291,200 in 1919-20 In the former year this 
figure has been included under the receipts by way of mterest. 

The following table gives an analysis of interest expenditure • 


Year 

Interest 
on total 
debt 

on railway 
debt 

Interest 
on irrigation 
debt 

Interest 

On ordinary 
debt 

Interest * 
on other 
obligations 


Rs 

Rs 

Rs 

Rs. 

Rs 

1911-12 . 

. 14,82,72,186 

9,99,63,150 

1,77,43,005 

2,15,27,280 

90,38,751 

1912-13 

15,24,83,943 

10,60,88,227 

1,92,37,695 

1,75,35,705 

96,22,316 

1913-14 

. 15,18,54,653 

10,95.47,173 

1,95,72.690 

1.08,96,405 

1,18,38,385 

1914-13 . 

15,76.94,998 

11,86,83,214 

2,11,42,935 

67,47,600 

1,11,21,249 

1915-16 . 

. 15,99,65,042 

12,03,39,336 

2,17,70,250 

76,73,340 

1,01,82,116 

1916-17 

15,52,10,852 

11,63,89,830 

2,11,98,075 

67,81,770 

1,08,41,177 

iei7'-18 . 

25,49,88,682 

12,23,32,217 

2,27,33,925 

9,74,83,755 

1,24,38,785 

1918-19 

26,95,15,443 

12,45,18.044 

2.30,91.060 

10,50.04,860 

1,69,01,47.9 

1919-20 . 

28,90,25,284 

13,14,51,465 

2.34,88,620 

11,53,74,061 

1,87,11,138 

1920-21 

. 31,89,81,339 

15,07,77,107 

2,39,45,495 

12,27,09,302 

2,15,49,435 

1921-22 

. 30,96,96,655 

15,66,27,934 

2,71,90.151 

12,01,88,147 

56,90,415* 

1922-23 

.. 31,81,13,572 

16.39,65.783 

2,84,80.223 

11.97,14,685 

59,53,879* 

1923-24 ., 

35,98.06,204 

17,57,74,052 

3,08,54,590 

14,67.16,398 

64,61,270* 

1924-23 - 

38,61,55,547 

21,23.84,417 

3,34,73,475 

13,29.72.845 

72,24_,SiO* 


A considerable amount of this interest is paid in England, and was 
responsible for a great portion of anxiety caused by the falling exchange in > 
the closing years of the last century + Upto the mutiny the interest- ' 
bearing sterling debt was very small , but in the three next years it was' ' 
very largely added to on account of the cost of the suppiession of the 
mutiny. Thereafter, the heavy and yearly increasing outlay on railways 
demanded regular additions to the sterling debt held m England, which thus 
Comes to be even more important than the rupee debt held in India The 
table below shows the two kinds of debt and the interest payable oh either 


! * Interest oa other obligations as given in the last column includes, since 1921-22,/ 

the interest on postal and telegraph debt as also the debt incurred for the salt, forest and 
Industries department Per contra, interest on other obligations including the floating debf 
ife tahen over to the ordinary debt column 

tThe Welby Commission (Majority) fieport (para 122-23) calculates the charge 
61 exchange on the sterling debt of India at Rs 1,73,70,000, on a real bharge pf 
Rs 2,16,10,000 or nearly 80 per cent , or out of the total charge of Rs 3,89,80,000 nearly ' 
45 per cent. 

SI 



Amount of the rupee and sterling debt and of the interest 

thereon, annual increase or reduction of the debt, and the 


proportion of the rupee debt held in London, from 



1860-61 to 1924-25. 








Proportion 

Year, 

Registered 

debt 

Registered 
debt in 
London 

Interest payable 

of the regis- 
tered rupee 
debt held in 
London on 
31st March 


Rs 

£ 

Rs 

£ 

Rs. 

1860-61 

... 63,44.58.100 

28,496,917 

2,88,34,460 

1,249,832 

t 







1S62~63 

... 63,82.11,060 

31,860,017 

2,89,95,320 

1,430,765 

t 

1863-64 

... 63,40,38,320 

26,332,517 

2,88,06,180 

1,209,621 

t 

1864-65 

63,36,66,840 

26,146,017 

2,88,00,400 

1,233,165 

t 

1865-66 

. 62.38,10,770 

26,967,317 

2,84,13,900 

1,274,230 


1866-67 

. 62.97,84,230 

28,559,917 

2,87,13,200 

1,402,540 


1867-68 

63,76,50,020 

29,718,417 

2,91,57,860 

1,448,875 


1868-69 

... 63,41,06,910 

31,218,917 

2,89,87,270 

1,469,916 

15,38,06,930 

1869-70 

. . 65,59,34,220 

35,217,617 

2,98,17,500 

1.629.868 

16,24,51,720 

1870-71 

... 66.80,96.570 

37,627,617 

3,01,56.310 

1.726.268 

17,64,70.910 

1871-72 

67,96,89,420 

39,012,617 

2,98.08,300 

1,781,618 

13,56,38,630 

1872-73 

.. 66,45,83,690 

39,012,617 

2,89.20,500 

1,831,467 

13,04,77,110 

1873-74 

.. 66,41,72,910 

41,117,617 

2,89,50,060 

1.867,121 

13,27,22,050 

1874-75 

... 69,84,99,590 

48,597,033 

3,03,35,320 

2.165,164 

14.05,71,800 

1875-76 

... 72,77,29,810 

49.797,033 

3,15.20,180 

2,212,582 

15,45.77,080 

1876-77 

... 71,92,31,260 

55,397,033 

3,10,98,710 

2.436,271 

14,21,01,660 

1877-78 

... 74,95.45,200 

59,677,033 

3.22.68,610 

2,607,472 

15,78,70,170 

1878-79 

... 78.83,89,260 

59,029,117 

3,25.77,260 

2,581,555 

17,14,82,760 

1879-80 

82,87,25,090 

68,855,556 

3,41,76.560 

1,937,886 

20,52,60,670 

18S0-81 

... 85.95,97,460 

71,429.133 

3.55.92,700 

2,846,478 

20,26,31,450 

1881-82 

.. 88,65,31,620 

68.181,947 

3,66.43,280 

2.708,198 

22,65,59,550 

1882-83 

... 90,68,87,660 

68,585,694 

3,74.11,490 

2,725,748 

22,58,11,320 

1883-84 

... 93,19,13,840 

68,108,837 

3,84,91.140 

2,704,207 

22,08,75.180 

1884-85 

... 93,18.36,600 

69,271.088 

3,84,18,550 

7,691,828 

21,83,98,370 

1885-86 

... 92.70,39,820 

73,806.621 

3.77.38,380 

2,833,068 

20,71,23,580 

1886-87 

... 92.63,36,300 

84,228,177 

3,82,02.570 

3,165,411 

19,14,95,570 

( 1887-88 

... 98,08,98.620 

84,140,148 

4,03,78,580 

2,918,039 

20,81,88,870 

j 1888-89 

1,00,87.97,420 

95,033,610 

4,13,73,120 

3,230.474 

21,71,40,680 

* These figures are taken from the Indian Year Book, 
iivith those m the budget 

They do r 

lot quite agree 

tK 

0 information. 
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Rs. 

1889- 90 . 1,02,76.11.750 

1890- 91 .. 1,02,74,65,550 

1891- 92 1,02,69,23,170 

1892- 93 . 1,02,93,75,520 

1893- 94 .. 1,05,54,60,780 

1894- 95 . 1,04,37,37,400 

1895- 96 . 1,03,78,89,280 

1896- 97 1,09.11,50.530 

1897- 98 ... 1.11.69,56.340 

1898- 99 . 1,12,65.46,980 

1899- 00 .. 1,12.47.47.010 

1900- 01 ... 1,15,33.19,058 

1901- 02 ... 1,16,19.13,833 

1902- 03 ... 1,17,55,40,660 

1903- 04 ... 1.19,42,43.035 

1904- 05 1,22,29,78.235 

1905- 06 ... 1,26,08.10,618 

1906- 07 . 1,30.45,50 655 

1907- 08 1,32,82.94.955 

1908- 09 1,34,56,60,505 

1909- 10 1.36,84,33.105 

1910- 11 1,38,09.72,155 

1911- 12 1,39,96,36,205 

1912- 13 . 1.42,83.64,790 

1913- 14 . 1,45,68,55,790 

1914- 15 .. 1,50 52,65,200 

1915- 16 . 1,55,45,97,700 

1916- 17 ... 1,62,86,03.073 

1917- 18 . 1,70,07,88,793 

1918- 19 .. 1,99,06,53,494 

1919- 20 ... 2,19,44,60,981 

1920- 21 2,57,13,68,841 

1921- 22 .. 3,85,59,35,651 

1922- 23 . 4,24,66,02,345 

1923- 24 ... 4,26,09,18,309 

1924- 25 ,. 4,35,53,60,385 


£ Rs. 

98,192,391 4,21,56,080 

104,408,208 4,17,51,110 

104,404,143 4.17,15.000 

106,683,767 4,12,77.760 

114,113,792 4.20,92,060 

116.005,826 3,61.09,140 

115.903,732 3,64,00,740 

114,883,233 3,78,43,760 

123,274,680 3,87,11,060 

124,268.605 3,91,13,340 

124,144.401 3,90,56,317 

133,435,377 4,00.58,600 

134,307,090 4,03,60,615 

133,796.261 4,08,37,864 

133,045.844 4.14,90,065 

132,887.191 4,24.92,526 

146,457,439 4,38,10,365 

147,518,634 4,53,38,937 

156,481.074 4,61,66,110 

160,973,369 4,68,19,197 

170,105,911 4,76,47,428 

177,598,335 4,81,24,302 

178,486,597 4,87,76,458 

179,179,193 4,97,78,481 

177,064,757 5,07,80,519 

176,190,358 5,25,30.534 

175,171,829 5,45,29,991 

174,144,724 5,74,23.729 

236,957,575 5,13,58,187 

202,528.570 8,00,13.565 

192.631.082 9.02.09,933 

191,329,245 11,34,14,300 

205.128,482 23,10,14,981 

242.631.497 

263,800.652 23,84.80.653 

341,040,430 V 24.88.12.399 


£ Rs. 

3.327.348 21,59,40.490 

3,524.376 26,73.12,950 

3.602.349 27,50,58.410 

3,570,683 25,93,38,610 

3,687,986 24,16,55,410 

4,825,323 23,62.59.660 

3,607,832 25,35,07,520 

3,813,208 24,06,66,620 

3,940,776 21,50,87,030 

3.882.758 21,44,12,330 

3,877,026 20,81,88,234 

4,158,351 22,18,12,135 

4,213,821 20,36,22,034 

4,213,537 18,63,35,034 

4,238,273 17,13,92,234 

4,282,744 16,81,55,234 

4,715,233 16,43,82,933 

4,743,108 16,49,16,833 

5,053,632 15,23.21,733 

5,210,695 14,43,66,433 

5.530.758 15,21,19,933 

5,668,417 12,78,49,733 

5,705,597 11,73,03,533 

5,749,887 11,20,29,433 

5,693,919 10,08,74,333 

5,682,898 9,72,99,850 

5.665.349 8,83,51,650 

5,647,491 8,30,41,600 

8,827,162 . ... 

7,189,089 . ... 

6,652,195 

6,600,145 

10.732,414 

10,719.212 

14,630,877 


Before tbe last great war there was no specific sinking fund created 
for the repayment of the loans of the Government of India. Owing to the 
creation of a considerable amount of short term indebtedness for war pur- 
poses, both the interest and redemption policy had to be altered. The 
mterest increased from the pre war average of 3i p. c to 4 p, c. in 1915-16, 
to4i p c in 1916-17 and to 5 p.c. thereafter, besides some amounts borrowed 
on three, five or ten year bonds at p. c. The treasury bills also carried 
similar mterest varying between 4 and 5 p. c. The larger war loans were 
made payable after a definite period of 30 years ; and, m order to give • 
greater security to the investor, they were made irredeemable for ten years 
after their floatation In the budget statement for 1919-20, in view of the.' 
considerable deficit anticipated for 1918-19, no appropriation was made 
from the revenue to the sinking fund account for the discharge of British War 
Pebt for which Jndia ha,d taken oyer the liability, 



The amount of interest transferred to the railway and irrigation 
sections depends firstly on the capital expenditure , secondly on. the actual 
payment of interest on that portion of the debt which has been incurred 
specifically on account of the construction or purchase of railways or 
irrigation works ; and, thirdly on the rate at which interest is charged on 
that portion of the debt which has not specifically been raised for the above, 
or other purposes. For this adjustment the usual practice is to adopt the 
average rate of interest actually paid for the whole of the non-specific debt 
lb the latest year for which complete accounts are available. The result 
ik that the rate adopted for calculating the revised estimate for a year 
generally diflfers slightly from that used for the budget estimate for the same 
year. This accounts for the difference between the two estimates -apart ’ 
from the natural difference caused by the capital expenditure.'*' 

VII — The Productive Debt of India 

Ever since 1867, whan the policy of borrowing for productive purposes ) 
was first introduced, the Government of India have remained heavy borrow* 
ers for such purposes. In the earlier years, when the railways were a 
losing concern, the Government policy of borrowing natuially excited some, 
comment ; and the defects in the system of accounts, bringing about a need- 
less confusion by frequent transfers from productive to ordinary debt and 
vice versa, by meaningless distinction between ordinary and extra-ordinary 
putlay, gave point to the criticism. Later on, the exchange troubles led 
to acrimonious conf rover sies about borrowing in England and adding tp the 
sterling obligations thereby Since the beginning of the present century,, 
owing to the profits shown by the railways. and irrigation works, the dispute 
about the wisdom of borrowing has lost much of its old interest. We hav4^ 
already discussed, in connection with the sections dealing with railways 
and irrigation, the extent to which borrowing would still have to be resorted 
to, as well as the justification of that policy in the past. Here we need only 
observe that the present attitude towards this question does not look ' upon 
bon owing as such as reprehensible, while the limit of borrowing is to be 
found only m the extent to Which the money markets of the world would 
subscribe the funds. The question, ' finally, as to the real productivity of 
the object fof which the amount is raised, is, since the separation of all 
the different branches of debt, a matter more of the real economy or benefit 
of each such department, e. g , railways, than of the general financial policy 
as a whole. Once the label is attached and allowed by the authority appro- 

* All loans, with the exception of those specifically raised for railways, ate first! 
.treated as ordinary debt , at the end of each year the amount actually spent for pro- ‘ 
duotive purposes is ascertained, and is transferred, as noted above, to the head of productive 
debt, the remainder only being treated as ordmarj' or non-productive debt Of recent years, 
the sums transferred from ordinary to productive debt have usually been considerably larger 
than the total of the loans actually raised during the year, the funds Obtained by borrowing 
bemg supplemented from sources like revenue surplus and savings bank deposits The 
changes in accounts mtroduced in 1906-07 made a more accurate distribution of capital 
and interest between ordinary and publip -works debt, which led to a, moie rapid reduction 
of the ordinary debt, * 
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ptiate and responsible for the purpose, that a given object is productive, 
there can be no further doubt as to the treatment of debt incurred therefor. 
However reprehensible the policy may have been in the past, the evolution 
arid enforcement of definite rules governing reserves and the provision of 
an adequate depreciation fund in such departments as the railways, make 
any doubt as to the productivity of the debt on such account out of the ^ 
question. 

But connected with this question of borrowing for productive purposes 
is the more difficult problem of the market for borrowing The Company’s 
government usually borrowed in India whether from its own servants or 
from the general public. But since the introduction of the guarantee system 
for the railways, the practice of borrowmg in England on a large scale ' 
every year was started, and continues even to-day, but for the stop put to it - 
by war conditions m England It was assumed that the conservatisrti 
of Indians coupled with their want of familiarity with the new undertakings, 
would render the prospects of borrowing m India too slender to be thought 
of ; and on this assumption— not entirely without foundation — upto 1880 no , 
effort seems to have been made at all for borrowmg in this country. 
The question had, however, to be reconsidered after that date in view of the 
continued fall m the gold value of the rupee, and the consequent increase 
m the interest charge to be paid in gold on the sterling loans In his financial 
statement, Sir E Baring distinctly urged the undesirability of borrowmg m 
England, as it would introduce a most unwelcome element of uncertainty in 
the finances of the country. Government were genuinely alarmed at the 
size of their gold obligations, and a Parliamentary Committee of 1889 autho- 
ritatively put on record the political and financial advantages of borrowing 
in India, if only the requisite funds could be forthcoming in the country. 
That body, however, recommended, that if the difference between the rates 
of interest m India and m England were so considerable as to afford com- 
pensation for the disadvantages attendant upon borrowing in England, loans 
should be raised in England to enable the Government of India to carry out 
their general scheme of works undertaken for public benefit.! Since that time, 
with the exception of two loans laised in 1885 and 1886 for ;^7,700,000, which 
were for a rate of interest sufficiently low to afford compensation for the 
disadvantages of borrowmg in England, no loans have been raised for specifi- 
cally productive purposes. Such borrowing as has since 1875 taken place 
m England has been for the purchase of specific railways, or for advances to 
railway companies which would otherwise have borrowed m England by raising 
debentures, or for paying off an existing sterling loan in order to reduce' 


* Since the accession of Sir Basil Blackett to the post of the Finance Minister ip 
India, this practice has, at least for the time being, been stopped, 

f See Welby Commission, para 11§, 



the charge for interest. ’ These, in magnitude, have been very consider* 
able , but the present policy of applying all revenue surplus to such works as 
need capital outlay and are expected to y leld a net return after paying all 
working expenses and interest charges has saved additional bon owing in 
England. The Mackay Committee has recommended since 1908 further bor* 
rowing, when required, for productive purposes, in England.! 

The existence of oux steiling debt, and the pre-wai piactice of 
borrowing large sums in England, combined to prove tons that the possibilities 
of the Indian money market have not been sufficiently considered by the 
Government of India, Before the war the Government had estimated that 
m any single year more than Rs. 5 crores could not be borrowed m India 
with ease ; and so every programme of borrowing m excess of that sum was 
placed before the international financiers of Europe. During the wa,r in 
the very first year Rs. 6 ciores were raised, without any great pressure or 
any considerable improvement in the rate of interest, and in the years 
that followed Rs. 25 to 40 crores could be raised in a single year without 
pruch difficulty, over and above considerable amounts borrowed for short 
jperigtls on, treasury bills. There was, indeed, evidence of undesirable 
pressure in some quarters, and considerable improvement in the interest 
allowed. But, making due allowance for these factors, the fact still remains 
that for any object, which could appeal to the masses of the Indian people, 
or in which Government takes special interest, the limits of available funds 
in India are by no means quite so low as was once assumed by the 
Government of India, t Again by a travesty of argumentation, it used to bei 
maintained that the credit of the Government of India is too good, and the 
interest offered by them too low, to attract Indian capital But if the 

• In 1893-94 a loan of /6, 000.000 had to be raised in England, as in that year the 
Secretary of State could not obtain the money needed for the Home Charges by the 
ordinary methods of sale of bills It was estimated by the Government of India m 1895 that 
whenever in any single year they wanted to borrow more than 5 crores, the Indian money 
mariet would not be equal to the strain, and recourse must be had to borrowing in England 
“The security'' says the Welby Commission, "of the Government of India is too good 
to Induce Indian capitalists to invest in Government stocks, for the mteiest offered by 
Government is lower than that which can be earned on good investments in the country 
If money borrowed in India is to any extent found in England, the advantages of borrowing 
in India are proportionately neutralised, for investors here will only subscribe on terms 
which will, in tbejr opinion, secuie them from the fluctuations of exchange " 

t It has already been observed that the distinction between rupee debt held in 
India and the sterling debt held in England does not necessarily correspond to the debt 
held by Indians and that held by Europeans According to iVIr Jacob's calculations as 
placed before the Welby Commission, out of the total debt of Rs 103 crores borrowed in 
India. Rs 25 croies was held in England, Rs 48 crores by Europeans in India, leaving 
only about Rs 30 crores as held by the natives of this country The whole of the sterling 
debt 13 held by Europeans even to day In 1901 it was estimated that about 58 8 per cent 
of the rupee debt, including Rs 19 29 crores held m England, was held by Europeans and 
about 41 2 by Indians In 1911 the percentage held by Indians was estimated to have 
risen to 47. To-day, after the huge wai loan operations of 1917-19, wa may estimate that 
60 per cent or more must be held by Indians, leaving only 40 per cent or less to be 
held by Europeans — a proportion which has probably been still more stiffened in favour of 
Indians in the years after the war owing to the discontinuance of the practice of borrowing 
in England. 

t The fact that in 1920 the whole of the Bombay Development Loan of Rs 9 
crores was taken up exclusively by that Presidency is the latest proof of the yet untn?4 
posslbihties of the Indian money-market, 
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Security offered by the Government of India was so very good, it would be 
specially important to give its benefit to the people of the country m the first 
instance, if necessary, by raising the rate of interest , for even if the rate 
of interest be high, if paid in India, the economic problem would not have 
been quite so acute as it did become by the constant addition to the 
sterling debt. In any case, the fact remains that the Government of 
India never seriously tried to investigate the possibilities of the 
Indian money market, until compelled to do so by the world war and 
the post war dislocation of the money market in London A foriton, they 
never attempted to develop the local possibilities such as they are. The 
result has been that while Government seem to have escaped a probable burden 
of a slightly heavier rate of interest, the industrial and commercial community 
has had to bear that burden of higher rate to the prejudice of the country. 
If the Government of India, while borrowing themselves every year, 
had paid any attention to the development of financial institutions like 
banks m India , if the banks bad been encouraged to attract and collect 
the realisable wealth of the country for investment in productive enterprise 
under the patronage of the State , if the necessary degiee of mobility had 
been imparted to the landed and industrial wealth of the country by land- 
mortgage or industrial banks, there is every reason to believe that the 
need for borrowing abroad would have been obviated to a very large degree.* 
Suggestions were made more than a generation ago to attract Indian capital 
by means, if necessary, of a British Government guarantee of the Indian 
public debt. But high authorities in Indian finance set their face against 
such an idea, and the proposal was ruled out of court I To day the Indian 
investor has learnt to appreciate the value of industrial investment, and he 
needs no exterior guarantee to induce him to invest m Government securities. 
The dangei rather is that, being unfamiliai with the wiles of the company 
promoter, he may be victimised, unless Government creates institutions 
like an industrial bank to aid him in selecting investments If the Govern- 
ment should attach to the proposed Imperial Bank a branch for industrial, 
and another foi agricultural finance, there is eveiy reason to believe that 
the need for foreign borrowing would disappear a ltogethei + 

' See in passing, the repoit of the Foreign Capital Committee of 1925 
t Said Sir J Strachey in the Financial Statement of 1880-81 “I cm imagine few 
greater misfortunes to India than the loss of her financial independence and the aceeptanfie 
by England of the financial responsibility foi her Indian Empire It would signify to India 
the loss of control over her own afiairs m every department of her administration, the 
possible subordination of her interests to those of a foreign country, and the substitution of 
ignorance for knowledge m her Goveinment Although some rare instances may be found 
m which, when there seemed to be a conflict between English and Indian interests, it may 
perhaps be doubted whether India has been tieated with perfect fairness, there can be no 
question, that on the whole, the Government of India has been earned on with as honest 
and thorough a regard for Indian interests as if India had a separate national existence of her 
own .These fortunate results have, howe\er, been due not only to the justice but also 
to the wisdom with which she has left to India a separate, financial responsibility England 
has felt that it would be no kindness to take upon heiseU burdens which India now bears, 
to guarantee Indian debts, pay for Indian wars, relieve Indian famines ” ^ 

t In the fiist edition of this work a proposal was put forward as below — 

At the present time, in view of the Exchange difiScuIty, the suggestion may be 
hazarded that the Government of India can and should undertake a policy of buying out 

[ Continued on p. 408^ 



VIII. — Debt Redemption 

Tlie general policy of the Government of India was to borrow fot an 
indefinite period, in which, if repayment of the capital borrowed was ever 
made, it would be so at the option and the convenience ot the borrower. 
This imitation of the English practice in regard to the funded debt of the 
United Kingdom admitted of indirect exceptions in the case of debt incurred 
in connection with the railway companies, in whose contracts provision was 
usually inserted to buy out the given company on the expiration of a definite 
term.*^ Owing, however, to the larger and more insistent demands of the 
war, and also, in part, owing to the shock to public credit caused by the m- 
Conchided from p 407 ] 

the Indian debt held in sterling in England Though we have paid for them at the rata Of ' 
/ 1 >= Rs 15 our own sterling securities in the Gold Standard and the Paper Currency 
Reserves have depreciated till they are not worth half the amount in rupees that was paid 
for them India, however, continues to show unmistatabla signs of general prosperity,' 
as evidenced by the heavy balance of trade in her favour , and the need for her raw 
materials and foodstufis for the exhausted and reconstructing peoples of Europe is so great, 
that we need apprehend no reveisal of these favouiable conditions for some ten years dr 
more The heavy balance of trade in our favour, combined with the impossibility of, 
finding sufBoient gold to pay India for her excess of expoits, and the appreciation of 
the rupee due to the scarcity of silver supplies has brought about such a state of exchange 
•as to make our sterling indebtedness worth half the amount in rupees or less The budget 
estimates for 1919-20 give our total sterling debt at for which a sum of 

Rs 150 crores, at the present rate of exchange would be quite sufficient If we take ourl 
average balance of exports at fSO millions, or, deducting Home Charges at /SO millions, } 
three years' balance would suffice to take up all our foreign indebtedness If the British * 
Government could be induced to mobilise the securities of the Indian Government held in 
England — as they did in the case of American securities held in England to meet the difficul- 
ties of the Anglo-American exchange — and sell the same in this country the present exchange 
difficulty would be considerably modified, if not eliminated altogether, at the same time that 
it would help to cancel India’s sterling indebtedness Incidentally, if the whole transaction 
Were entrusted to the proposed Imperial Bank, it might be availed of to bring about a qmet 
but effective change in the standard of the country, from silver to gold 

We have already mentioned in the pievious part that unknown quantities of 
available capital remain unused m the form of public chanties, religious endowments, 
monastic or other boards It would be the duty of a pioperly sympathetic Impenal Bank 
to try and attract this otherwise idle and injurious wealth for purposes of material improve- 
ment. If the Bank takes the matter m hand it can realise the ideal much more easily than 
the necessarily high handed action of the Government 

This was wntten in February 1920 Since then the ill-advised haste of the 
Government of India to give effect to the recommendations of the Currency Committee, 
and their mad venture for the sale of Reverse Councils has entirely reversed the situation. 
We still feel convinced there is no occasion to fear Intense trade depression in this Country, 
so long at least as the war-wasted regions of Europe are not fully reconstructed, if only 
the Government of India would give us an honest currency system, if only we Could have our 
foreign exchanges immune from the amateur meddling of incompetent financiers. 

We reserve for the next part an account of the War Loans during 1915-‘20 , but 
here we may mention the scheme of conversion adopted by the Governmet in 1916 In 
the past most of the conversion schemes were undertaken with a view to reduce the interest 
charge , and so, whenever possible, Government offered the alternative of paying off the 
debt or issuing fresh stock at a lower rate In the War period, however, the higher^ rate 
offered for the War loans required some corresponding facilities for the conversion of tHe* ear- 
lier debt carrying lower interest Without undertaking the obligation of converting the whole- 
of their p c debt into one of 4 p o , the Government in 1916 offered to the subscribers 
to the new loan, carrying interest at 4 p, c and ledeemable m 10 or IS years at the 
option of the Government, an option to convert an equivalent amount of p c. or 3 p. c,, 
at a rate to be fixed into 4 p c redeemable loan, the offer to remain open for the two 
following years m regard to any public borrowing by them The rate for 3J p c. paper 
.was fixed at 74. The great difficulty m this conversion scheme was that it was restricted 
only to the subscnbers to the new Loan, and for an amount equal to the figure subscribed 
towards the new Loan, In the subsequent Loans similar facilities for conversion were 
granted. 
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tSssant inflation in impecunious countries, suggestions like those regarding 
a capital levy or a total repudiation of public indebtedness — suggestions for 
some definite policy for the redemption of the public debt of India became 
more frequent after 1920 , and Government tried to meet the wishes of their 
actual or potential creditors by instituting a specific sinking fund against 
their 5 per cent War Loan of li per cent of the total amount outstanding , 
and later still, in 1921-22, by making an ad hoc grant of Rs, SO lakhs 
towards a further strengthening of the public ciedit as a sort of an additional 
sinking fund for the repayment of the capital borrowed. The rapid deprecia- 
tion of the old 3 per cent and 3i per cent securities of the Government of 
India, which, before the war, had ranked on a par with the English Gilt- 
Edged Securities, and formed the most approved investments for trust and 
chanty funds of minors, widows or religious and other bodies of public 
utility, could not however be stemmed by such unconsidered and ad hoo 
measures. It was pointed out, and perfectly reasonably, that the special 
protection afforded to a particular class of Government creditors was unfair 
and mvidious, as all had lent on the collective and common security of the 
Government credit , and further, that while the lenders in the war period 
knew perfectly well that the monies lent by them were to be spent in powder 
and shot, leavmg nothing substantial behind them in the form of assets, those, 
who had invested in the old 3 per cent, or 3i per cent securities of the Indian [ 
Government were lending for definite works of commercial profitability. In 
spite, however, of such criticism, no definite policy of providing for the 
gradual repayment of at least the unproductive public debt of India was formu- 
lated, until the present finance minister. Sir Basil Blackett, took charge of the 
finance portfolio m the Government of India. Sir Basil will go down t(j) 
posterity as a great Finance Minister, though not all his achievements have 
commanded an equal confidence in India. Certainly, among the numerous 
contributions of this financier, none deserves to rank so high as the definite 
scheme of sinking fund elaborated by him first in his budget speech of 192+. * 
Reviewmg the enture position in respect of the public debt of the country, 
as on 31st March 1924, he found the gross total ot the public debt to be 
957 18 crorea of rupees, including 49 65 crores of the Treasury Billa in thS 
Paper Currency Reserve^ and converting the sterling portion of the pubhc 


♦“ So long as we have a considerable annual programme of new capital any pro- 
vision for sinking funds operates, not to reduce the net total of our debt, but to reduce the 
amount of It which is unproductive, and the amount provided becomes in edeot a oontribu- 
Uon out of revenue towards productive capital expenditure Instead, therefore, of speaking 
bf such a oroviBion by the convenient but misleading title of a sinking fund, it is 
preferable to desoribe it as a contribution out of revenue for reduction gi avoidanee of 
debt." (Budget Speech 1924 para. 29 ) 

5 ? 



debt at Rs, 15=;^! * Analysing the total debt charge further, he found 
the pioductive debt of the Central Government aggregated 578'39 crores, 
unproductive debt Rs. 228 45 crores, provincial debt 98’81 crores, and 
discount on loans 11‘88 crores, — the last being treated as an interest 
liability, which is paid ofif gradually by appropriations from revenue. Against 
this the total amount provided was the li per cent, contribution by way of a 


*The Debt position as on March 31, 1926, given in the budget speech of 1926 — 

Statement showing the Debt of India, outstanding on the 31st March 1933, 
31st March 31st March 1935 and 3i8t March 1936 



3Ist March 

31st March 

31st March 

31st March 


1923 

1924 

1925 

1926. 



(In crores of rupees) 


In India: 





Treasury Bills in the bands of the 

339 83 

358 81 

370 38 

368 35 

public 

21 59 

2 12 



Treasury Bills In the Paper Cur- 
rency Reserve ... 

Other Obligations — 

49 65 

49 65 

49 65 

49 65 

Post Office Savings Banks 

23 20 

24 79 

25-64 

27 48 

Cash Certificates ... 

3 13 

8 42 

13 12 

19 52 

Provident Funds, etc 

36 17 

39 00 

42 39 

46 27 

Total Loans, etc 

411 07 

410 58 

420-03 

418-00 

Total Other Obligations 

62 50 

72 21 

81 15 

93 27 

Total la India 

473 37 

482-79 

301 18 

511 27 

In England : 


(In millions of /) 


Loans,,, ... ... . , 

222‘92 

244 53 

263*39 

266 43 

■War Contribution ... ... 

Capital value of liabilities undergo- 
ing redemption by way of termin- 
able railway annuities .. ... 

19 71 

19 27 

IB 81 

18 32 

61 31 

60 10 

58-84 

57 53 

Provident Funds, etc. ... ... 

04 

13 

16 

-20 

Total in England ... 

303 98 

324-03 

341 20 

342 48 


(In crores of rupees) 


Equivalent at 1* 6ii to the Rupee 

403-31 

432 04 

454 93 

456 64 

Total Debt ... 

878 88 

914 83 

95611 

967 91 

Prndnedv* f ^°^^®htral Govt. ... 
Productive 

536 65 

557-09 

600 03 

627 71 

87 49 

97 56 

106 43 

114 39 

Total Productive .. 

624-14 

654 63 

706 48 

742*10 

225*81 

Unproductive 

aS 4 74 

260 18 

249 63 

Total 

878 83 

914*83 

956 11 

967*91 
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depreciation fund on the 5 per cent. Indian War Loan of 1929-47 (Rs, 41^ 
i^khs) and an equal contribution on the 1945-55, 5 per cent. Tax-free 
(Rs, 33 lakhs) plus the ad hoc contribution of 80 lakhs voted since 1921-22, 
In England the war contribution of £ 442,900 represented the annual instal- 
ment for the principal of the war contribution, while the railway annuities 
and sinking funds amounted to ;£'1,544,300, or an aggregate provision, ex- 
pressed in rupees, of 4'52 crores. Leaving out the railway annuities, and 
analysing the constituents of the ordinary unproductive debt, into the portion 
due to budget deficits, (98 crores) and that due to New Delhi (giSS-crores) 
he found the balance of 120‘60 crores to be the real war debt of India. ' 

The period, right and proper, within which the provision made should 
accumulate at compound interest so fast as to pay off the debt at the end 
thereof, would necessarily differ in these several cases. Taking everything 
into consideration, and allowing for the existing obligatory provision in 
respect of the war loans and war contribution. Sir Basil came to the 
conclusion that “ a figure of 4 crores per annum would be an adequate provi- 
sion to include in our budget expenditure for the next five years for dealing 
with our existing debt.”* This, however, was independent of any further 
debt that might in future have to be incurred “ On the assumption, which 
I hope Will prove correct, that such debt will be entirely for productive 
purposes, the annual addition might be a sum equal to one-eightieth of the net 
addition to our debt durmg the year." 

On this basis, a resolution of the Government of India, dated 9tb 
December 1924, laid down a definite scheme of debt redemption, which was 
to be operative in the first instance for five years, and to be founded on this 
resolution of the Government of India, though the finance tnember would 
have liked to make the scheme a statutory obligation. The essence of the 
scheme was • “ For a period of five years m the first instance, the annual 
provision for the reduction or avoidance of debt to be charged against annual 
revenues is fixed at 4 crores, tdus one-eightieth of the excess of the debt out- 
standing at the end of each year over that outstanding on the 31st of March* 
1923.”+ This suggestion was criticised in the Assembly in the February 
following : but the critics practically waived their point on the Finance 
Minister promismg to afford to every member of the House whatever 
information he desired on the subject. Judged as a purely financial measure, 
with due regard to the state of Indian finance at the moment, the scheme 
might give rise to criticism that provision is made, without absolute necessity, 
at the cost of a tax-payer, who is probably the most heavily taxed individual 
in the world m proportion to his ability, and with reference to the real benefit 
received by him from the services rendered by the State out of the proceeds 
of such revenues. That a surplus of 4 crores in a total revenue budget of 
125 crores is a considerable addition cannot be denied. The equilibrium 
between the revenue and expenditure in the Indian budget is so far due 
• Psira 36, Budget Speech, 1924. 
t Para, 33, Budget Speech, 1925, 



mainly to the appreciation of the rupee by artificial scarcity ; and so the 
guarantee against futuie indebtedness of an unproductive character is by no 
means so substantial as might be desired. At the same time, it cannot but 
be admitted to be a most perilous condition of the public finance m a country 
that no provision or insufficient provision is made for the reduction or 
avoidance, if not the repayment, of its public debt Short of raising the 
basic question regarding the equity of saddling India with that portion of heiJ 
unproductive debt, which has been incurred or occasioned by England's 
imperialistic ambitions or complications ; short, that is, of replying to any 
one who demands the repudiation, annulment or transfer of this debt to 
Britain,* the scheme of Sir Basil cannot but be welcomed by everyone 
desiring a strengthening of India's public credit. India is a habitual and 
considerable borrower , and whether she borrows at home or abroad, her 
creditors must not be allowed to feel, — at least while we implicitly accept 
the existing basis and structure of our economic society, — that her Govern* 
ment would fail to honour their obligations It may be that the bulk of tbal 
Indian public debt has been incurred without the consent of the people of' 
India ; it may be that the proceeds of that debt, — even of the productive 
portion,— have been laid out on objects or m ways not strictly or exclusively, 
in the true interests of India But these considerations cannot be allowed toj 
itnpeach the intrinsic merits of a scheme, which definitely buttresses India’s' 
national credit in a manner least injurious, even if it be not conceded to be' 
the most economical This is a common scheme for all categories of our 
debt ; and so the did invidious distinction between the several loans is ‘ 
finally and tightly dispensed with It is, moreover, indirectly a reserve 
against future contingencies , for inasmuch as it helps to husband the capital 
resources of the country, it cannot but result in Government obtaining all the 
help they need m a moment of emergency, such as that of a great war or a 
severe famine. The only criticism, which, in our opinion, can be justly 
levelled agamst this scheme, concerns rather the general economic policy for 
the national development of India, Public credit, or rather public borrow* 
rag, can be easily transformed into and worked as a most powerful stimulus 
to foster those habits of investment which have so far been regarded as all 
but unknown in this country. The fact that for the present borrowing 
outside India is stopped is perhaps the only item m the present policy which 
may be justly regarded as helping to develop the use of credit m India ; 
otherwise this great virgin field lies all but unexplored, with all the dangers 
implied therein to the industnal development of the country for want of 
capital. 


^ IX. — Forms of Debt and Securities 

The existing rupee loans are of two binds -—(a) Those which the 
Government has undertaken no t to repay before a certain fixed date, but 

' The Indian National Congress in its Gaya Session of 1922 , passedli resoIutiM 
disclaiming any responsibility for the debt incurred after that date It was however 
by the populM^Con^esr^™*”^ ^ serious declaration of national policy as conceived 
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which are repayable at the option of the Goveimmeiit at any time after that 
date, after giving notice ; and (6) those which Government has undertaken 
to repay [i] either on a certain fixed date, or (»j) not earlier than a certain 
fixed date and not later than another fixed date. 

There are also in existence a few special loans, such as certain railway 
loans taken up by 3 Indian chiefs and a special 4 per cent, loan taken up by 
the Maharaja of Gwahor in 1887, amounting in all to a little over Rs, 4/ 
crores, 

The sterling debt, similarly, is in the form of stock or debenture stock 
or bonds, redeemable, but not until a given date, and then, too, on the 
prescribed notice usually of one year. 

The rest of the Indian sterling debt consists of so much of India’s war 
contribution as has not been liquidated from the proceeds of the war loans of 
1917, 1918 and 1919. 

The three mam forms in which the rupee debt is held are . {*) stock 
or book debt , (ij) bearer bonds , and {w) promissory notes When the 
debt is held m the foim of stock the owner is given a certificate to the effect 
that he has been registered m the books of the public debt office as the 
proprietor of a certain amount of Government stock. This certificate is 
known as a stock certificate and hence the name of the debt In the 
second case, the bearer bond certifies that the bearer is entitled to a certain 
sum of rupees m respect of the loans to which the bond relates. A 
promissory note cantams a promise by the Governor- General in Council, 
on behalf of the Secretarv of State for India to pay a certain person ai 
specified sum on a specified date or after certain notice, according to the' 
terms of the particular loan to which the promissory note relates, and to pay 
interest thereon at certain rates half yearly on certain specified dates. Each 
of the above forms of security is convertible by the holder into either of 
the above two. 

During the war two new forms of securities have been created. 
Treasury bills, when issued, are in respect of temporary borrowing by the\ 
Government of India and usually have a curiency of from 3 to izi 
months They are issued in the first mstance at a discount, equivalent to ' 
the interest on the face value of the bill for the period for which the bill 
is issued, and are at maturity paid their full face value, the difference re- 
presenting the yield to the investor The lowest denomination issued is for 
Rs 5,000 a sura suitable for banks, shroffs and other large merchants, but 
too large for the ordinary Indian investor As a rule on maturity the old bills 
may be exchanged for new ones of like amount, unless the holder desires 
payment in cash The treasury bill sales and payments were managed by the ' 
presidency banks On the other hand the Post Office cash certificates* 
are specially intended to facilitate the investment of small amounts and 

* Lord Cromer tried to attract the small investor by cash notes as early as 1882, bijt 
yqtbout success, 



to encourage saving among people of small incomes. They have a cuT'’ 
rency of 5 years, on the expiry of which they are to be repaid. As they 
are issued for an amount less than their face value, the difference constitutes 
the profit to the investor. They are issued in the denominations of 
Rs. 10,20,50, 100 and 500 on payment of Rs. 7-12, 15-8, 38-12, 77-8 
and 387-8 respectively The maximum amount of certificates that can 
be held by any individual is Rs. 10,000 nominal value. The investor’s 
money, however, is not locked up for the full term of 5 years. He 
can, if he wishes, obtain payment at any time during the currency of the 
certificate, and in that case receive an amount which according to the time he 
has held the certificate, gradually increases at compound interest from the 
original purchase price up to the full face value of the certificate at the > 
end of five years. The profit to the mvestor is free from income tax^ 
and the certificates are sold at all Post Offices all the year round] 
Of late years these have grown enormously in popularity, though m 1926 
the interest was slightly lowered. If the proposal of the Hilton- Young 
Commission for the issue of such certifications m gold of the denominations 
of 1 tola or multiples thereof is adopted, the popularity of the certificate will 
increase still further in spite of restrictions as to the amount that can be 
held by any individual — Rs, 10,000. 



PART V 


War Finance in India 


I — The Nature of War Costs 

The proper principles which ought to govern the financing of a big war 
have never been clearly worked out in this country. The unfortunate practice, 
so common under the Company's regime, of meeting all extraordinary ex- 
penditure by borrowing was no doubt modified by the first finance ministers 
of India under the crown But in every case of sudden emergency caused 
by war, or famine, the later finance ministers of India have had re- 
course to borrowing, perhaps because they exaggerated the political danger 
of additional taxation, possibly also because they were naturally unwilling 
to invite too close a criticism of their methods of financmg, as they were 
afraid their objects would not stand a very close criticism. During the last 
great war, the magnitude of the struggle, as well as Indians bemg only 
directly involved in it, made the perception of the true nature of war- 
financing still more difficult We in India were not suffering from any of 
those evils of actual warfare within a country, such as destruction of private 
property under stress of military operations, which escape being included 
in the account of war costs as represented by the money spent upon 
the conduct of the war, but which seriously impair the productive capacity of 
the countries thus suffermg. To a certam extent India did suffer from a 
diversion of ^er jteade owing to war restrictions and the shortage of freight ; 
but this loss was more than counter-balanced by the gain attended upon 
high prices and increasmg quantities of her exports demanded by the belh- 
gerents.’^ We had not to face that other serious factor m the true war 
costs — which nevertheless is not accounted for in the financial figures recorded 
by the exchequer — a conscription of our labour force for war purposes, and 
the consequent manning of the mdustnes by relatively inefficient labour, to 
the grave prejudice of the country’s wealth. If “the real costs pf the war to 
the nation consist, not in the things that are actually absorbed in the war, 
but in the things — mcluding the leisure of some of its work —people — which 
the country has to do without m order that these things may be provided, "t 
it must be admitted that the effects of the war upon India have been sligBt 
and indirect. 

* The trade returns, howeVet, show that the Indrease in the prides of Imports was 
much greater than that of exports The quantities exported also fell off The gain is, 
therefore, not quite so large in reality as it appears by a superficial study of values Only in 
the trade returns. 

t Pigou, Bsonomy and PtHance of the p, l4. 



II. — A Brief Review of Indian Financial Conditions in 1915-19 


The financial statement of 1915-16 was the first, after nearly forty 
years, -to be prepared under the war conditions of a very serious kind. 
Though in the first year India was not directly concerned in fighting, beyond 
the despatch of an expeditionary force to France, the financial system of 
India was not immune from the effects of the woild conditions. The Indian 
currency system, for example, required the closest connection with the central 
money market of the world , while, for great projects of internal development, 
India relied upon borrowing in the same centre. The trade of India, 
moreover, was in increasing quantities with the whole world, which must, 
therefore, mevitably suffer by the unavoidable restrictions of war-time. The 
, out-break of the war, however, found Indian finance in a remarkably strong 
I’situation. The treasury balances in India and in England were a million 
and a half sterling in excess of the estimate The agricultural outlook was 
favourable, and the banks were well provided with funds. Hence when 
the war first broke out, the one problem that the Government of India had to 
face was to support exchange. Those desiring to remit their capital to 
England found that the dislocation of trade, consequent upon the depredations 
of the German cruiser Emden, and the fright taken by the Indian middle- 
men, had left exchange so unsupported by trade balance that they could not 
remit at anything like par rates without the intervention of the Government. 
In accordance with the recommendations of the Chamberlain Commission on 
Indian currency and finance, the Government offered to sell reverse bills 
on the Secretary of State for India in Council, at a specified minimum rate, 
to the extent of ;fr 1,000,000 a week At the cost of about ;fr8 7 millions 
sold between August 1914 and March 1915 the Government managed to keep 
exchange steady. These bills were met in England by the balance in the 
gold standard reserve. At home m India there was a rush {a) for gold 
coins, and (5) on the savings bank deposits, as well as (c) currency notes. 
Nearly millions were withdrawn before the Government intervened to 
stop further dram on their very slender stock of gold, and so refused any 
gold for internal purposes. Those who desired a withdrawal of the savmgs 
banks deposits or conversion of currency notes were given every facility, 
and the total withdrawals amounted to £l millions, while the dimmution of 
the note circulation was about 7 crores. But for these difficulties the first 
year of the war brought no serious anxieties Injjia had not to proclaim any 
moratorium or suspension of payments, nor afford any extravagant carte 
blanche to banks or other institutions, as they had to do in England. 

The Government of India took their cue from the Home Government 
In behaving that the war would be of short duration, and therefore made no 
permanent provision for the deficit caused thereby. The budget for 1915-16 
estimated an aggregate excess of expenditure over mcome of ;^3‘8 millions, 
of which £2'% miUlons was on account of the Imperial Government, while 
the rest was accounted for by the local governments being allowed to over- 
dfAW to the extent of £\ million their balances with the Government of 
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india. The ordinary revenue and expenditure accounts were left substantially 
unchanged. The imperial deficit of 1 millions and the provincial deficit 
of ;;^’l million the railway programme reduced to ;irs millions and irrigation 
programme of ^IT million, purchase £\. million debt in connection 
with the East Indian Railway account, and a provision of another 
million for a possible withdrawal on account of the saving bank deposits, 
the £1 million of India bills raised m 1914 by the Secretary of State and 
repayment of the loan oi £l million from the gold standard reserve, — gave 
the total of £2^h million obligations Against these the Government 
decided to renew the £\\ million of temporary debt in England [£l million) 
and India , a fresh loan of £6 5 in England, either directly by the Secretary 
of State, or through the agency of the railway companies working certain 
State Lines , an incursion on the cash balances for £A'5 million and on 
the famine insurance grant for £5 million , and a rupee loan for £^ million in 
India With these provisions the necessity for fresh taxation was avoided,* 
and the pre-war standard of ordinary expenditure was maintained at the 
cost of slight reduction m the expenditure on capital account 

These calculations, however, were destined to be considerably upset by 
the prolongation of the war all throughout the financial year 1915-16, and 
the absence of any reasonable prospect at the commencement of the year 
1916-17 of its early termination. The proposed borrowing of £’6‘5 million 
in England, for example, could not be carried out, the Secretary of State 
succeeding in raising only ;^3 1 million. Rigid economy in all departments 
of the Government, except the army, had to be ordered , capital expenditure 
had to be reduced on railways from £Z million to 9 million, and on 
irrigation works from 1 million to 9 million In spite of trade depres- 
sion at first, the rise m prices led to a considerable revival later on; 
and though the budget revenues rose from ^"80 4 to ;^82‘62 million, the 
expenditure rose from ;^84 435 million to ;£'85 264 million The deficit, 
therefore, was ;^2’644 million , and if the same basis of revenues was conti- 
nued for 1916-17, the loss at the end of 1916-17 would be ;f2'96 million 
m addition. It was evident that such a system could not be tolerated in 
view of the fact that there was no probability of the war coming to a 
close during 1916-17, while there was temporary debt of considerable dimen- 
sions. It was, therefore, decided to add to the existing taxation so as to increase 
the revenues by /"S 61 million as against an estimated imperial deficit of £2’ 6 

* Said Sir William Mej^r in the financial statement " We do not propose to 
raise any money by mcieased taxation on this occasion We should not hesitate to do so to 
meet a deficiency in revenue which promised to be of a more or less abiding character. 
But the present circumstances are altogether peculiar We know that ordinarily, we cam 
count on surpluses India, too, has a very small unproductive dfbt, and, with trade 
conditions depressed, and the present abnoimal rise in food prices, we have come to the' 
conclusion that we ought not to add to existing taxation unless it is absolutely necessary.” 
(Financial Statement 1915-16, para 54 ) 

f "This sum was made up of — Million pounds. 

(1) Customs and consequential changes in excise . 2 15 

(2) Salt duty increase . , ... ... / 0 6 

(3) Income tax changes .. ... £ 0'9 


53 


3 63 
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tnilllon leaving a surplus of a little over a million sterling. Against this must 
be set off an estimated provincial deficit of £'^ million, lailway capital 
outlay oi Q million, irrigation £ 9 million, Delhi £ 3 million, and the 
discharge of debt £ZQ million, or a total of £b'(i million in excess liabilities. 
Allowing for the budget surplus, there would still be an excess of liability over 
assets of about £^'S million, which it was proposed to meet by a fresh 
rupee loan of /4‘3 million, use of cash balances to the extent oi £ Z million, 
and unfunded debt to a like extent, a deduction of £'2 million from the 
famine insurance grant, and £ 4 million from special war receipts, thus 
bringmg about an equilibrium 


From the beginning of the calendar year 1917, the situation had changed 
in two important respects, affecting most vitally the Indian financial system 
as a whole. The rainfall had been extraordinarily good in 1916 , and there 
was continued demand, even at increasing prices, of India’s exports by the 
belligerents. The Government of India were incurring heavy obligations on 
behalf of the Home Government by financing their purchases and other 
war services ; instead, therefore, of the Government of India being debtors 
to England m respect of the Home charges of about £2<^ million annually, 
they were actually creditors of very large amounts m respect of these obliga- 
tions The old methods of meeting India’s usually favourable balance of 
trade were now either unavailable or inadequate, especially as the balance 
was getting heavier every montli, while the export of gold from other countries 
to India was impossible as much by war restrictions, as by the dangers 
attending transport. After the first slight rush for reverse councils, trade 
conditions had so asserted themselves that all throughout the year 1916 
there was a continued and increasing demand for council bills on the Govern- 
,ment of India to be paid in rupees. The price of silver was gradually 
improving ; and, in spite of heavy coinage operations, the Government of 
India were feeling the strain on their rupee cash balances In November 
1916 It was clear that the treasury could not meet this dram, and so a noti- 
fication had to be issued reducing the sale of bills to Rs 80 lakhs a week, 
subsequently lowered to 60 lakhs. In January 1917 the exchange was 
raised to Is 5d. the rupee. In the July followmg, Government took entire 
control of all imports of gold and silver to conserve the stock of specie ; 
while instructions were issued to exchange banks not to finance exports 
except those which were strictly necessary for the prosecution of the war by 
preference, and for the rest demand the fullhst cover Trade was thus 
severely handicapped by the scarcity of remittance m the form of bills or 
bullion. Altogether in this respect the situabon was so completely altered that 
Instead of the expected demand for reverse bills during a crisis, there was 


* The recoverable expenditure 


1915- 16 

1916- 17 

1917- 18 

1918- 19 


Trade 
Balance 
61'31 
87 06 


account of the Home Government was, in round 
r- ® 191S-16, llZ 5 million in 1916-17. 

Council /73 3 miUion In 1917-18, and ;f80 0 million m 1918-19. 
sold The same was estimated at £S6 0 milhun in 1919-20 The 
balance of trade and councilg 
&Saxe& axe m crores of rupees, and in the 
30 63 first case, show a net excess of exports of merchandise over 
28*65 imports 
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a continuous heavy demand for Councils so great that Government 
had to adopt every measure they could think of to ease the strain and 
maintain the exchange at the customary rate. 

The other important change was in the case of revenue and expenditure 
of the Government The budget estimate for 1916-17 was for £'86'5 
million levenues, and ^86'027 expenditure ; m the revised estimate it was 
found that the levenues would amount to ^96 7 million, and the ordinary 
expenditure to /"SQ 45 million ' The continued prosperity in trade, 
combined with the increased prices, had caused a boom m the railway revenues, 
which accounted for £\ million excess, the customs which showed an ex- 
cess over estimate of £ 65 million, and the income tax showing an excess 
over estimate of ;^‘35 million The increase in expenditure was largely 
due to increased army charges On capital account the estimated expen- 
diture of ;^'6 6 million was increased to 5 8 million, chiefly on account 
of the repayment of debt which was budgeted for at £Z million, but which 
eventually amounted to ;^ir6 millions. 

In the next year 1917-18 the featuies noticed in the preceding year 
were intensified, but no new factor entered materially to affect the situa- 
tion, with the exception of the decision to make a contribution of £"100 
million towards the war cost of the United Kingdom. This decision was 
arrived at m 1917, and was incorporated m the budget for 1917-18, 
leading to a very active, in some cases undesirably active, campaign for 
subscriptions to the war loan The revenue for 1917-18 was estimated at 
£98' 8 million, it actually amounted to ;^’l 10 4 million The expenditure 
had been budgeted at ;^98'8 million , it actually amounted to ;^102 3 million. 
There was thus a surplus of ;^6 million odd, which was considered sufficient for 
all needs, and so no additional taxation was imposed. The principal items in the 
increase of revenues were . railways, salt, income tax and customs, while the 
bulk of the increase in expenditure was accounted for as usual by the army. 
The only point of interest in the 1917-18 financial history was in connection 
with ways and means. The ordinary transactions under this head amount 
to between 20 and ;^'30 million. Owing to the receipts under the War 
Loan, and the expenditure incurred by our Government on account of 
the Home Government, they amounted to ;^111 million. The war loan pro- 
ceeds provided ;^36‘5 million, treasury bills ^30 million, revenue excess 
;^’3r5 million, coinage 13 million The ways and means section conti- 
nued to occasion anxiety also m the last and the closing year of the war 
durmg which ;^78 million had to be provided for, of which it was proposed 
to meet £22 1 million out of revenues, ;^'20 million from loans, £l3 million ' 

* All the war years furnish one more proof of the old criticism, that the estimates of 
the Government of India display anything but a good financial workmanship The excuse 
that Indian finance "is a gamble in rams and railways” has now very little justification, 
particularly as the items showing the greatest vauatlons are not affected by rains very much 
The principle of cautious budgeting seemed to be carried to an unreasonable excess, until 
the pendulum swung back to the other extreme rn the yeais following the war, when undue 
optimism in estimates beganie the invarjable rule, 



from specie coinage, £ 16 million from further investment in the paper 
currency reseive, and £$ million, from balances The war loan of 1917-'18 
had realised Rs. 47 crores, or ;^31 4 million out of the promised 100 million, 
so in the closing year 1918-19 the loan programme was continued with slight 
modifications. In September 1918 it was resolved to make a further contri- 
bution of £\S million, under certain restrictions 

III — Analysis of Revenue and Expenditure 1914 15 to 1918-19. 

After this brief review of the principal features of the War period 
financing m India, we may next proceed to a more detailed study of the 
revenues and expenditure 


The following table gives totals of Revenue and Expenditure. 


Revenue 

(In millions sterling) 
1914-15 1915-16 

1916 17 

1917-lS 

1918-19 

Accounts 

. . 81 15 

84 41 

98 05 

112 66 


Revised Estimates 

80 15 

82 SO 

96 75 

111 40 

121-5 

Budget Estimates 

85 07 

80 34 

82 55 

98 85 

108 34 

Expenditure 

Accounts 

. 82 94 

83 60 

90 57 

104 57 


Revised Estimates . 

. 85 11 

85 26 

89 45 

89 45 

125 85 

Budget Estimates 

87 02 

84 18 

85 51 

93 81 

106 14 


If we compare these figures to the pre-war standard of 1913-14, we find 
that the total revenues increased from /85 20 million to ^120 million, or a 
net increase of 42 per cent compared to the increased demands upon the 
revenues during the war m Countries like England, this increase seems to be 
insignificant.’*' The expenditure increased from £ 82‘89 to £ 125 million or 
over 50 per cent. If we compare the details, the following tables show the 
increases in the principal sources of revenue and the chief heads of expenditure 
between 1913 1918. 

Revenue Accounts 


[In thouiands stcHing ) 


Sources 

1913-14 

1914 15 

1915-16 

1916-17 

1917-18 

1918-19 

Increase 

Land Revenue 

21.391 

21,221 

22,031 

22,041 

21,607 

20,945 

-2% 

Opium . 

1,624 

1,372 

1,913 

3,160 

3,078 

3,229 

■+180% 

Salt 

3,445 

3,910 

3,647 

4,826 

5,499 

4176 

+19 5% 

Stamps 

5.318 

5,082 

5,433 

5,776 

5,727 

3,896 

+ 11% 

Excise . . , 

.. 8,894 

8,856 

8,632 

9,215 

10,161 

11,547 

+30% 

Customs 

7,558 

6,347 

5,873 

8.659 

11,036 

12,603 

+ 67% 

Assessed Taxes 

1.950 

2,036 

2,090 

3,773 

6,308 

7,300 

+ 375% 

Forests 

2,229 

1,980 

2,074 

2.470 

2,731 

2,910 

+ 30% 

Other heads 

1,333 

1,095 

1.128 

1,128 

1,125 

1,154 

+ 12% 

Interest 

1.352 

1,023 

1,096 

1,136 

2,170 

4,020 

+300% 

Posts & Telegraph 

3,598 

3,396 

3,787 

4,174 

4,616 

5,323 

+ 30% 

Mint 

339 

69 

102 

690 

517 

1,716 

+500% 

Civil Department 
Receipts 

1.408 

1,503 

1,579 

1,739 

1,933 

2,086 

+ 50% 

Miscellaneous 

772 

677 

679 

847 

4,868 

5,771 

+ 750% 

Railways net 

17,625 

15,799 

17,977 

21.313 

24,141 

25,347 

+50% 

'Irrigation 

4,713 

4,680 

4,779 

5,153 

3,063 

5,402 

+ 15% 

Other? W , 

298 

288 

304 

309 

323 

332 

+ 11% 

MU Receipts... 

1,369 

1,374 

1.241 

1,575 

1,720 

1,713 

+ 25% 

Total 

85,207 

81,137 

85,602 

98,050 

112,652 

125,851 

•4 


* The figures for 1918-19 are the revised estimates for that year, which m the 
accounts show appreciable improvement m the important heads For all olher years the 
figures are the actuals qt acqouuts for that year, 
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On the Revenue side we find, taking each item, the greatest 
proportionate increase as shown by the table m the margin. Of these, the 
receipts from the mint and miscella- 
neous sources are extraordinary, and 
cannot be relied upon in permanent 
finance Quantitatively also they are 
insignificant Opium is inflated by 
high prices , but as the Chinese mono- 
poly revenue has practically ceased, 
this may probably be taken as a more 
permanent increase The greatest 
quantitative increase is under the heads 
of Railways, Customs, Excise, Income Taxes Of the increase of £4-0 64+ million 
in the revenues, railways contributed 7 722 or nearly 19 per cent ; Customs 
continued 5'045 or 12 per cent , Income Tax 5 350 or 13 per cent , Excise 
2’653 or 6 per cent , Interest 2’668 or 6 per cent , Opium T605 or 4 per cent.; 
Posts and Telegraphs 1 725 or 4‘25 per cent, and the rest 3575 per cent, by 
other heads. If we distinguish between tax-ievenues and revenues from 
commercial services, we find that £70‘i67 million out of ;^125 851 million 
was contributed by taxes, including land revenue, or 56 per cent of the total. 
(If we exclude land revenue it would be 40 per cent of the total) The 
commercial services of Opium, Railways, Irrigation, Post Office, Forests, 
other Public Works, Interest and Mint was £'48 279 or 38'5 per cent of the 
total, leaving to be made up only ITS per cent, by the remaining items In 
the pre war days the tax revenues amounted to £’48'556 million out of 
£'85’207 million, or 57 per cent, of the total, if we exclude the land revenue 
the proportion would fall to a little above 33 per cent. The commercial 
services earned £'31 480 million or 37 per cent, of the total, leaving 16 per cent, 
to be made up by the other remaining source-. As between direct and 
indirect taxes, before the war the former amounted to 2 28 per cent, and the 
latter 30 per cent of the total. In 1918-19 the proportions respectively 
were 5’87 and 27 per cent. 

On the side of the expenditure, the following table shows the principal 
items and their increases. 


Miscellaneoua 

Mint 

Income-Tax . 
Interest 
Opium 
Railways 
Civ Dept . 
Excise 
Forests 
Posts, &c 
Customs . 
Mil Rec 


375% 

300% 

100% 

50% 

50% 

30% 

30% 

30% 

67% 

25% 


Heads 1913-14 

£ 

Direct demands 9,274 
Interest 1,515 

Posts 6c Tel 3,272 

Mint 132 

Civ Dept 17,934 

Mis Civ 5,403 

Famine Rif 1,000 

Railways, Interest, 

&c 12,836 

Irrigation 3,532 

Other P W 7,010 

Military 21.265 

Prov Adjustment 282 

Total 82,894 


1914^15 1915-16 1916 17 

£ £ £ 

8,939 9,467 9.328 

1.191 1,190 1,174 

3.257 3.149 3.441 

141 89 167 

18.910 18.868 19,081 

5,311 5,128 5,414 

1.000 1.000 1,000 

13,641 13,901 13,832 

3.754 3,721 3,549 

7,177 5,451 4,618 

21,809 23,503 26,566 

2,190 131 2,397 


82,942 85,602 90,572 


1917-18 1918-19 Increase. 


9,854 11,676 25 8% 

7,328 7,733 510% 

3,567 4,116 25 2% 

167 267 100% 

20.855 24,474 37% 

5,918 6,130 13 4% 


14,227 14,154 10 28% 

3,784 3,988 12 5% 

5.048 5,596 -20% 

30,768 45,639 114% 

2,059 1,073 


104,575 125,851 52 55% 



In these figures, quantitatively the most considerable increase was 
under the head of military services which was practically moie than doubled. 
It must be noted, however, that the figures foi 1918-19 contain ;^12700 
million for furthei assistance fiom Indian revenues towards the cost of 
military foices raised in India m pursu.ince of the resolution of September 
1918 Making allowance for that, we still have £33 041 million or an 
increase over 1913-14 basis of 55 pei cent According to section 22 of the 
Government of India Act, the application of the revenues of India to defray 
the expenses of any military opeiations beyond the fiontieis ot India was 
forbidden By law, theiefoie, India vas not bound to beai any portion of 
the cost of her troops dispatched to assist the Empire’s foices m the European 
conflict But under a special resolution of Parliament passed early in the 
war, India had undei taken to defray the ordinary charges ot her forces sent 
to France and other theatres of the war. This explains the very consider- 
able addition in the expendituie iindei the head of Military Services. Next 
comes the increase m the item of Interest on the ordinary, unpioductive debt, 
which shows proportionately the biggest increase The heavy loans raised 
during the war arrested the pre-war process of the steady reduction m the 
unproductive debt charge, and, instead, incteased that charge more than five 
times. It was in consequence of the decision of March 1917 ’to make a 
contribution of £"100 million to the war by borrowed funds, over and above 
meeting the expenses of the increased Indian army for the service of the 
Empire, that the unproductive interest charge was raised so much. Theie is 
next an increase of over £7'25 million m the combined items of salaries and 
expenses of civil departments and miscellaneous civil charges of proporliona* 
tely 31 10 per cent over the prewar basis During the war years proper, 
1914-1918, there were enforced rigid economies m all departments, and there 
was not, therefore, the gradual increase under this head conformable to the 
increase under the head of Military Services It was rather the result of a 
sudden spurt, after war economies, m the first peace year of departmental 
increases and greater salaries that explains the increase under this item.* 
The increases under the head of commercial services are the result of natural 
expansion, which would probably be much larger m proportion as the neces- 
sity for war economy becomes slighter. It is alleged, not quite without 
reason, that these services were practically starved during the war, and that 
consequently m the years immediately following the close of the war, there 
would be and there were very large demands on the public revenues on these 
accounts m order to make up for the wastage and depreciation of the war 
period, and to provide for the resumption of the interrupted, pre-war 
programmes of expansion. There is, however, room for criticism against the 
* It IS consideied by many people in India, competent to judge in the matter, that 
the new constitutional reforms are going to prove very costly If the English officer loses 
that sense of responsibility and the spur to economy, which has hitherto distinguished 
some of India's better inown finance ministers, and the new Indian element is lading in 
the necessary experience, these fears would be very largely justified The only consolation 
is that if only the out-lay is in the right direction, the ipitlal increases might in the long 
run prove unimportant The sense of close scrutiny will be borne along with the sense of 
public responsibility to the people (1st Edition) 
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t)re-war policy m these branches of public expenditure We have discussed 
in the preceding part, m the appropriate sections, the programmes we consider 
reasonable, as well as the possibilities of further expansion The increases 
under other items aie insignificant from the stand-point of their permanent 
effect upon the budget 

IV.— History and Details of War-Taxation, ^ 

In introducing the first war budget it was considered that as the 
emergency, though heavy, was of a temporary character, the anticipated 
deficit should be met out of temporary and permanent borrowing. In the 
next budget, however, the Government felt that in view of the impossibility 
of raising any great loans in London, and the probability of very heavy 
demands upon the re\enues on the termination of the war, it was necessary to 
make provision for additional revenues ’ The sources of revenue selected 
for manipulation to serve the war needs were briefly Customs, Salt and 
Income Tax {«) The customs changes, e N.pected to yield ^^''2 1 million took 
the shape of (i) an increase in the geneial tariff fiom 5 per cent to 7i per 
cent, ad valorem, estimated to yield 420 million more, making allowance for 
the decrease in consumption consequent upon higher rates In the case of 
sugar, in view of the need to protect the local industry, the rate of import 
duty was fixed at 10 per cent , and the charge was estimated to yield another 
£ 4 million (ii) The free list was next curtailed very considerably by 
statute, m place of the old, wide free lict based -upon positive law and 
executive concessions Gold coin and bullion, the current Indian coins, 
certain essential mateiials for industry and agriculture, and a few other 
specified articles, like live stock, works of art, books, uniforms, quimae=and 
anti-plague serum, were to be the most important items in the mew restricted 
free list, (in) Some articles, taken from the old free list, were to be taxed 
per cent, ad valoiem, e g ] grain and pulse, tea chests and lead sheets for 
their manufacture, printing and lithogiaphic material, machinery othei than 
that leqnired for cotton Spinning and weaxing, railway material, and ships. 
A quantitative duty of 8 as. a ton on coal, coke and fuel was estimated to 
approximate also to Zi per cent ad valorem In years of famine the tax on 
grain and pulse may be removed by executive order, while railway material 
for lines w’oiked by the state was to be fiee from taxation as Government 
stores, though railway material for lines owned by the state but leased to 
companies for working was to be taxed 2i per cent, (iv) + The other 
articles on the old fiee list wete to be brought under the general tariff of 
per cent as theie was no justification for their being duty free. These itiodi- 

’ " In paxa 54 ot the financial statement 1915-lG, I said that the Government 
would not hesitate to resort to increased taxation to meet a deficiency in revenue which 
promised to be of a more or less abiding character That contingency has now to be 
faced The war continues, and we cannot go on, year after year, with uncovered deficits. 
We consider it essential in the present uncertain outlook to increase our revenue 
resource in order to make good the anticipated imperial deficit of the coming year, and also 
to supply a substantial surplus " Eara 32, financial statement 191&-17 

t In 1925 a decision of the High Court allowed the Railway Company stores to be 
exempted from these duties 



fications were estimated to yield £‘160 million, (v) The duty on iron and 
steel was to be raised fiom 1 per cent to 2i pei cent and tlft.t on other metals 
from 5 per cent to 7i per cent giving an additional yield of ;^’08 million, (vi) 
The duty on arms and ammunition was doubled, approximating 20 per cent. 
ad valorem, and yielding £ 020 million (vii) The duty on ale, beer, porter 
and cider was increased from 3 as a gallon to 4i as , with a corresponding 
increase in the excise The rate on potable spirit was raised from Rs 9-6 a 
gallon to Rs 11-4 per gallon and the preferential rates on spnit contained in 
drugs and medicines were withdrawn The duty on champagne and sparkling 
wines was raised from Rs 3-12 to Rs 4-6 per gallon, and that on still wines 
from Rs 1-8 to 1-12 Including £ 020 million from excise increase, the 
total additional yield from these changes in the duties on wines, liquors and 
spirits was estimated to yield if 130 million (viu) On tobacco, the duty 
was left untouched on the unmanufactured article , cigars and cigarettes were 
to be taxed 50 per cent, ad valorem m place of the existing specific duties. 
Manufactured tobacco of other description was to be taxed Rs 1-8 in place 
of Rs 1-2 per lb The total additional yield from these changes was esti- 
mated at £ '030 million. Petroleum, cotton manufactures, and rice were to 
be left unchanged Silver-ware was to be taxed 15 per cent ad valorem 
(ix) The exports of tea were to be taxed Re li per 100 lbs , and the change 
■was estimated to yield £ 300 million The export of raw jute was to be 
taxed Rs 2-4 per bale of 400 lbs equivalent to 5 per cent at the then 
prevailing prices, cuttings and rejections being charged 10 as per bale. 
Manufactured jute exports were to be taxed Rs 10 per ton m the case of 
sacking, and Rs 16 per ton m the case of hessians. The yield was estimated 
at £ 580 million In addition, the tariff changes affecting the land trade 
were expected to yield £ 030 million (B) The duty on Salt was to be 
raised from Re 1 per maund of 82 lbs to Re. 1-4 per maund, estimated to 
yield ;!fr‘600 million (C) In the Income-Tax changes all existing exemptions 
were left unaltered, as also the rates affecting incomes upto Rs 5,000 a year 
Incomes from salaries and pensions and “ other sources ” exceeding Rs. 5,000 
and upto Rs 9,999 were to pay 6 pies m the rupee , those between 
Rs, 10,000 and Rs. 24,999 a year, 9 pies in the rupee, and those of 25,000 
and more, one anna in the rupee. Profits of companies were to be taxed 
1 anna in the rupee, subject to exemptions to individual share holders whose 
incomes may be low enough to entitle them to such exemptions and to 
companies whose profits were below Rs 1,000 a year. Interest on securities 
was to follow the same rate These changes were expected to yield £ 900 
million additional revenue 

In criticising these changes it may bb observed, m the first place, that 
there can be no doubt as to the need for these changes In view of the grave 
hecessity, the pomt of regret, rather, is that the Government of India waited 
one ■^ole year before making these charges, and even then confined their 
changes to getting an amount equal to meet the permanent addition to 
fexpenditute, without attempting to meet any portion of the war expenditure 
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from current revenues The only excuse for the Government of India miglit 
be that they were misled by the Home Government as to the duration of the 
war and the seriousness ot its demands . but that excuse cannot apply when 
the Government woke to the real character of the emergency, and yet made 
provision for it on the most conservative lines. 

Turning fiom this general criticism to more specific charges, the criti- 
cism seems to be irresistible that Government held the scales unevenly 
between the payers of diiect taxes and those of indirect taxes While their 
proposals aimed at getting £'11 million from indirect taxes, only £ '9 million 
was to be raised from direct taxes Before the war the respective burdens 
of direct and indirect Tax-payers were already very unequal to the prejudice 
of the latter, the proposed changes made the burdens still more unequal. 
Even if we deduct £ 580,000 of jute revenue, £ 300,000 of tea revenue, and 
£ 30,000 of fobacco revenues, as not really borne by the poor Indian 
consumer, the disparity of burdens still remains, particulaily if we remember 
that the ability, as measured by wealth or income, of the indirect tax-payers 
would be most prejudicially affected by a rise m prices, while the ability of 
the classes paying income tax was, if anything, rather improved. Objection 
may, therefore, be taken against these changes, especially the inciease in salt 
duty ; and the point was driven home by the further defect of these changes 
in that they were professedly made to yield a surplus It is obviously unjust 
to tax the poorest class of the community most heavily for the object of 
getting a surplus. In the matter of income-tax, we have already noted out 
objections to the present system, with special reference to the exemption of 
agricultural incomes and the relatively low rates on higher incomes, We 
may note, in passing, the exemption granted to those engaged m the tea 
industry, which, though m a highly prospeious condition, still enjoys this 
antiquated, unjustifiable exemption, on the somewhat doubtful plea of its being 
an agricultural industry, if the paradox be permitted There were some 
critics of the Budget of 1915-16 who at the time professed to see in these 
changes a fundamental change of policy. There is and there was intended— 
no such change The Indian tariff system was then exclusively, and 
still remains mainly, one for Revenue purposes only. The Government 
may have attempted to make some alleviation of the most outstanding sores, 
but they did not succeed , and therefore the fiscal policy remained as before) 
without a bias in favour either of protection, or with a view to regulate the 
trade balance as was the case with the English Budget of September 1915. 

A further point of criticism against these proposals, which at the time 
they were made was not quite obvious, is that the estimates of revenue were , 
unjustifiably low. The caution m estimates is a legacy of the days when the 
extraordinary fluctuations In exchange causing loss to India were a source of 
unendmg nightmare to the Finance Minister Such excessive caution has 
no justification in modern Indian finance, and is apt to make the control oft 
the spending departments very slack As is to be expected from such a state 
of things, the revenues were about 15 per cent, in excess of the estimates, the 
54 



gfeater portion being, of coarse, contributed by the payers of indirect 
taxation In the next Budget, 1917-18, the prosperous state of the revenues 
had induced the Government to offei, what in the conditions of India must be 
regarded as a lavish grant, by way of a war contribution of / 100 million 
There was no earthly chance of raising this sum by levenue changes. 
Recourse to borrowing was inevitable, with the inevitable consequence of 
adding a permanent, unjustifiable buiden by way of interest on the revenues. 
In combination with the increase m military expenditure, this extra charge 
would mean an addition to the taxation With the existing basis of revenue 
and expenditure, the Finance Minister estimated a surplus of about iff 2 75 
million. With the extra charges just referred to, the surplus was converted 
into a deficit of ^3 million at least, probably much more. Additional taxa- 
tion was, therefore, determined upon The Finance Minister w'sely left 
untouched the salt duty on account of the prevailing high prices “ A moment 
when prices are abnormally high,” he observed, “ is not the time for adding 
to the tax as well ” (para 59). After coquetting with the proposals for a cess 
on land* and for a tax on Excess Profits I, he at last decided to make good 
his anticipated deficit by means of (A) Super Tax £ 1 350 million , (B) 
doubling the jute duties £”500 million , (C) Cotton duties jfTTOO million , 
and (D) a surtax on Railways estimated to yield £ 500 million, in all 
£ 3'350 million 

(a) The super-tax In addition to the income-tax was to commence on 
Incomes of Rs. 50,000 and over m a giaduated scale as below -*• 

(l) For every rupee of the first 50,000 of the excess, i e , between 
Rs 50,000 and 1 lakh . 

(2j For every rupee of the next 50,000 excess 

js) ,, „ ,, ,, ,, Remainder i e on 

everything over 2i lakhs 

'"Though we do not Jn any way admit that our land revenue assessments are 
other than most moderate, we prefer, so long as this is possible, to have the enhancement 
or imposition of special cesses as sphere of taxation suitable for local boards, m ordei to 
assist these in developing such beneficent expenditure as that connected with education, 
sanitation, medical relief and local communications It must be understood, however, 
that while we refrain on the present occasion from imposing additional Government 
taxation on agricultural incomes, we can give no pledge that we shall refrain from doing so 
hereafter, should future necessities oblige us to t^e that course ’ Financial statement 
1917-18 para 60. Agricultural incomes are still free from all taxation other than land 
revenue 

t This proposal for excess profits tax was dropped on the ground that there was no 
efficient machinery for assessment, as well as because by its nature it is a temporary 
expedient, while Indian finance was really in search of a permanent support It was, 
however, introduced in the first peace budget 1919-20. but dropped in 1921 There can 
be no question of the justice of such a tax. whatever its practical inconveniences may be 
It IS, however, only a war measure, not a permanent item of revenue 

J This arrangement served to avoid an anomaly which is involved in our income 
tax legislation Since all incomes under Rs 10,000 pay 6 pies in the rupee, and those 
over Rs lO.OCO, pay 9 pies, it follows that the amount left after paying the tax on an income 
of Rs 9,950 IS Rs 9,639-1 while that left after paying the tax on Rs 10,050 is 
Rs, 9,578-14-6 or actually less than the lower income Under the above airangement 
such an anomaly cannot tale place in the case of super tax 


This criticism still applies to the main income tax 
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1 

14 
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This was a welcome change in the most desirable direction, and making 
the richer classes bear something like their fair share of the burdens, though, 
even so, the figure remained much below the similar taxes in the United 
Kingdom or the United States. In the absence of reliable statistics to make 
an estimate, a guess was hazarded putting the yield at £l‘35Q million ^ 

(R) The doubling of the rates of duty on the various Jute exports would 
have yielded much moie than i million, but for the difficulties of freight and 
exchange, as well as the restriction of export to the United Kingdom. 

(C) After 20 years of injustice, the cotton goods were allowed to be 
brought under the general tariff of 7i per cent ad valorem, in place of the old 
3i per cent duty coupled with a countervailing excise. The latter, yielding 
£ '320 million, could not be abandoned, but the former meant an addition of 
£ 1 million to the revenue, without, however, altering the fundamentals of 
our customs tariff. 

(D) A surcharge on Railway traffic at 1 pie per maund of coal, coke 
and fire wood, and 2 pies per maund of other articles, was estimated to yield 
£ 5 million, 

The Budget for 1917-18 was, speaking generally, free from any ground 
of serious criticism The Government had, of their own accord 1 promised a 
magnificent War contribution, in addition to the services already rendered by 
India, without consulting the people’s representatives. The latter were, 
therefore, out-manceuvred, and were offered the disagreeable alternatives of 
seeming to be miserly in the hour of the Empire’s greatest need, or accepting 
a disproportionately large burden without a word of protest. The former 
alternative, even if there was in the Council any one bold enough to adopt it, 
was ineffectual, as, under the rules, the council had no power to vote the 
Budget Any opposition would, therefore, be unavailing, however well it 
may have been founded. The only note of dissent, therefore, was sounded 
on the ground that non-official Indian members were deprived of the opportu- 
nity of making a voluntary, graceful offering by this step of the Government, 
which made the entire issue a foregone conclusion. On the other hand, the 
proposal to tax cotton manufactures at the general rate was necess inly 
appreciated, though there were moments of intense, exquisite anxiety, when 
the British Parliament seemed likely to veto this step under the influence of 

* The leceipts from the super tax vieiewholly leserved for the Imperial Government, 
though the income tax pioceeds are divided between the Imperial and Provincial Govern- 

I The following telegram was addressed early m January 1917 to the Secretary of 
State by the Viceroy " I feel, and I speak throughout with the cordial and unanimous 
assent of my colleagues, that the time ‘ has come for India to place her credit and her , 
taxable capacity at the disposal of His Majesty’s Government, to be utilised to the farthest 
extent, which, her limited resources, and a just apprecialion of the circumstances of her 
people, render practicable, and in such time and manner as H M ’s Government may deem 
expedient We are prepared to boirow in India, as a war loan for H M's Government, 
the largest sum which can be raised, and to offer for this purpose terms no less liberal than 
those which have been granted in England " The telegram went on to indicate that India 
was prepared to contribute ;fl00 million, and the offer was thankfully accepted See parti 
49, of the financial statement of 1917-18 



the Lancashire vote. There was a quid pro quo of some sort, though of 
course, not all that could be desired, and the war contribution was, therefore, 
accepted m silence, if not with approval. The only point which aroused 
criticism was the proposal to tax the profits of the joint stopk companies 
under the super-tax, with the exception of the amounts legitimately required 
for depreciation, but including reseives The Indian money-market is 
notoriously suffering from a scarcity of loanable capital, and to set off 
this deficiency many enterprises in India have been started with a 
small subscribed capital, the additional money required being raised in the 
form of capital debt. Out of the profits m good years the capital debt may 
be discharged, and further additions or improvements undertaken from the 
same source. Without this expedient the large scale industries of modern 
times would not have made the progress that they have m the last twenty 
years. Besides, in India, the investor expects, and the managing agents of 
large enterprises are often compelled to divide profits upto the hilt , hence a 
good reserve can be built up only when the majority of the shares are in very 
strong hands. Now if a super- tax was levied on the reserves, it would not 
be unnatural to apprehend that the tendency to divide profits upto to the hilt 
will be encouraged, and the fluctuations characteristic of Indian industrial 
enterprise will be still moie encouraged. In view of these objections the Bill 
was amended, and 10 per cent, of the profits, in addition to the provision for 
depreciation, were allowed to be set aside free of super-tax This, as far as 
it went, was a welcome change, but conservative bankers and industrialists 
still felt that it did not meet the special needs of Indian industry. The very 
considerable rise in prices, coupled with a practical impossibility of effective 
bompetition, had caused a boom in Indian industry, which, it was rightly 
desired, should be made to bear its fair share of the war burdens. In 
England and the United States they were taxing the excess war profits upto 
80 per cent ; but in India, owing to the absence of the requisite machinery for 
ascertaining the normal and the excess profits, the Finance Minister — himself 
no bad specimen of sound, conservative, middle class financier — did not feel 
it possible to introduce the excess profits tax There was, in the absence of 
the alternative state or co-operative enterprise, no means of effectively 
controlling prices of articles produced by private enterprise Consequently 
the super-tax was the only — and not the heaviest — alternative open to the 
Finance Minister, if he was not to render the distribution of war burdens 
even more uneven than it actually was. 

These changes completed the tax additions of the war period The 
practice of too cautious estimating was again evidenced in 1917-18 by the 
' revenues exceeding the estimate by 12*5 per cent from ;|C 98‘8 million to 
jfllO + million , the expenditure also increased, but not m the same propor- 
tion, from £ 98'8 to £ 102 2 million With these sums m hand, the Finance 
Minister did not feel it necessary to add to the burdens of taxation m 
1918-19, all the additional needs being met out of further borrowing. In 
9 fder, however, that the borrowing programme might be a success, the 
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Government felt the need of restricting by law industrial floatation, and so a 
temporary war measure — the Indian Companies Restiiction Act of 1918 — 
was introduced in the Council. It required the Registrar of joint-stock 
companies not to register any new company, and forbade existing companies 
to mcrease their share capital, or issue debentures, or call up unpaid 
capital, unless the Company had a license in this behalf from the 
Governor-General in Council, This was, of course, felt to be an excessive 
demand on the score of war needs , but it was an inevitable logical conse* 
quence of the policy of borrowing in India which the Government had so 
unwisely adopted. In working this law, the Finance Minister explained two 
general questions would be asked of every company demanding a license ; 
ViZ , {a) Is the proposed Company likely to attract money which would 
otherwise go into loans and Treasury Bills? (6) If it was likely to attract 
money xvhich would go to Government, was the enterprise such as would 
help to speed up the production of war material or likely to result in the 
production of other commodities which would save tonnage and imports into 
India ? If It was, the license would be granted , if it could not help in war 
work, and might on the other hand help to take away money which would 
otherwise go to Government loans, the license would be refused. The decision 
on these questions was to be left to a committee of officials and businessmen. 
Such a procedure could not but give rise to complaints about favouritism 
by the Committee in the issue of licenses , and the utterly unacceptable 
character of the bill saved it from annihilation owing to the obvious means of 
evading its provisions"’* and, much more, to its temporary character, commg 
speedily to a close on the termination of the war. 

Another interesting proposal in the Budget of 1918-19 was with reference 
to the ^consolidation _of the Income Tax Act, incidentally by bunging the 
agricultural incomes under the operation of the law The offending clause 
was, however, excised by free voting being permitted to the official members. 
That Act affected “all income from whatever source it is derived, if it accrues 
or arises or is received m British India,” Exception, however, is made m 

* The present writer of his own experience can mention at least one case in which 
the provisions of the Act were palpably evaded It was a pioposal to acquire certain lands 
in Burma supposed to have considerable possibilities for mineral oil and other minmg 
opportunities The capital considered necessary was fixed at 60 lakhs The licensing 
Committee were assured by the promoters that the enterprise was bound to be of 
national benefit and immense help in war work, by supplying the much needed 
fuel The Committee, though consisting of friends of the promoters, could not quite 
swallow that such an enterprise would require so much capital It was, then, assured that 
the proposed capital was essential in view of the high puces of machinery, etc , and that 
if the license weie granted, and the company succeeded m obtaining subscriptions, they 
would subscribe a specified proportion to the war loan This was enough The Govern- 
ment knew they could not make quite so good an appeal to the rich investor as the industrial 
proposition could, and as the promoters of the proposition were willing to make con- 
tributions to the war loan, more was to be gained by accoiding the license than by refusing 
It The license was granted, but unfortunately the differences among the promoters 
on the division of spoils allowed the proposal to fall through 

It may be added that the real hardship of this measure was not so much in the 
case of industrial enterprise — for which it was during the wai extremely difficult to obtain 
plant and machinery from Europe,-— as in the case of banking or insuiance enterprise No 
such proposals were made diuing the period of restriction 
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the case of (l) income derived from property held under trust for religious 
or charitable purposes, (2) income of a religious or charitable institu- 
tion ; (3) income of local authorities , (4) interest on securities held in 
provident funds or (5) amount received in commutation of pension , 
(6) special allowance to meet expenses incurred in performance of a duty 
or office, (7) legacies, (8) casual and non recurrent receipts , (9) perquisites 
which are not money and cannot be valued m money These weie all exempted 
from taxation Agricultural incomes were also exempted The categories 
subject to the tax were salaries and pensions , inteiest on securities , 
income derived from house property and from business, professional earn- 
ings, and incomes derived from other sources The exemptions allowed 
under the new Act, we may remark in passing, were open to objection 
in the case of agricultural incomes and those under (l), (2), (6), (7) 
and (8) They sacrificed a considerable portion of revenues, without any real 
corresponding benefit to the community We have already laboured the 
point about agricultural incomes and those of religious bodies elsewhere. 
The wealth of the last mentioned class is unknown, and probably very large. 
It lies absolutely idle, or is used only to pamper a most mischievous section 
of the community in extravagant idleness to the grave prejudice of the 
health, morals, and intellect of the community. There is no excuse for 
their exemption except the timidity of a Government which does not feel 
itself national Under (6), the allowances would include travelling allowance, 
which, despite the regulations of public service, is actually made a source of 
considerable income and ought to be taxed so also legacies which in India 
are not subject to any other tax. Under (8), the most considerable item of 
income would be prizes under lotteries. The Government of India, in faith- 
ful imitation of Britain, consider lotteries illegal, and so ignore their existence 
altogether. It would be a more effective source of discouraging them if they 
were subjected to a heavy license fee, and the prizes were made liable to 
super-tax and income tax at even heavier rates than those on ordinary 
incomes. It is an open secret that considerable sums are annually distribut- 
ed in India by local or foreign lotteries (e g the Derby Sweep under the 
auspices of the Calcutta Turf Club), though, of course, m the absence of 
official statistics, there cannot be any reliable estimate * The Act laid 
down a scale of deductions for those shareholders or security holders who 
have been taxed at the source in the first instance, but whose total income 
from all sources was not large enough to allow the one anna rate at which 
profits of companies and interest on securities are charged.t The mode of 
assessment was also changed, it being made compulsory on evei^y company 

* A license duty on every lottery, combined with a 25 to 50% income tax on puzes 
wduld yield as much as a crore under normal circumstances 
t The rates of refunds are — 

One anna in the rupee if income below Rs 1,000 a year 
6 pies ,, ,, ,, „ between ,, 1,000 and 2,000 a year 

6 „ ,. „ „ „ „ 2,000 and 5,000 , 

„ ,, „ 5,000 and 10,000 „ 

3 m , .. „ „ 10,000 and 25,000 „ 



to send in an annual return, while private persons were required to submit A 
statement of then income to the tax collector The collector might assess 
the tax on that statement, or make further inquiries Provision is made for 
appeal against the decision of the collector to the commissioner who may 
alter, confirm or reject the collector’s decision. A penal assessment of 
double the tax was to be levied on any one guilty of concealment of his 
income, while misstatements were made a criminal offence which may be 
piosecuted at the instance of the Collector. Graduation remains as under the 
Acts of 1916 and 1917 ' 

V — The History of the Indian War Loans 

In the first two years of the war, as already observed, the extent and 
nature of the strain likely to be caused by the war being not properly under- 
stood, the Government of India decided to meet the deficits caused in their 
ordinary revenue and expenditure by {a) cutting down their programme of 
capital outlay on productive public works , and, if that did not suffice, by 
(6) temporary borrowing As the war went on, its strain proved to be 
greater than could be met by simply retrenching in ordinary expenditure , 
while borrowing in the usual loan market of the Government of India became 
increasingly difficult owing to heavy borrowing for war purposes m England 
itself. In the first war budget 1915-16 the whole demand was met by tem- 
porary loans being raised m England, and in India by a loan from the Gold 
Standard Reserve In India a loan of £^ million was issued on 1st December 
1915 at 4 p c and on condition that it was to be repaid on or before the 
30th November 1923, but not before 30th of November 1920 with three 
months’ previous notice. In the next budget was announced the 4 p o. 
conversion loan to which reference has already been made It was to be 
repaid on or before 1st October 1936, but not before 1st October 1931, 
with three months’ previous notice Being issued on October 1st, 1916, it 
offered an investment for not less than fifteen and not mote than twenty 
years The loan realised about Rs. 6‘73 crores, including Rs. 32‘49 lakhs 
raised through the Post Office This last was an innovation to attract 
the small investor It was estimated to yield at most Rs 50 lakhs, but it 
yielded about i of the estimate. This was considered sufficient mdication of 
the popularity of the post-office section to encourage the Finance Minister 
to make it a permanent featuie of the Indian financial organisation. The 
mam loan was intended in the first instance to be for ^4 million or 6 crores 
of rupees, which, under ceitain circumstances, the Government were willing 
to increase to ;^‘8 million or 12 crores of rupees, in addition to the Post 
Office loan receipts The loan actually subscribed barely reached the ex- 
pected limit of million, and so the Government felt their borrowing 
programme was not quite an unqualified success Perhaps the chief factor 
accounting for the relative failure of the loan was the limitation placed on the 
conversion lights 

• The act has been more than once amended and altered since m the direction of 
greater stringency , and its administration has become very much more sttict and efficient 
after tlie nat The ground plan, honevei, remains as described in the text 



After the decision to contribute /"1 00 million towaids the war costs 
of the Empiie had been taken in March 1917, the borrowing programme had 
to be veiy much expanded in spite of the relative failure of the previous 
year An unlimited loan, the yield of which the Finance Minister could not 
put over /lO million in the budget," was issued in three sections (l) A 
long term loan at 5 p c interest was issued at 95, to be redeemable on or 
after 3 1st March 1919, and in any case not later than 31st March 19+7 A 
special sinking fund was to be created in respect of this loan, and conversion 
lights were offeied m respect of all existing long term obligations, + But 
the long term investment required by this loan would not suit the conveni- 
ence of banks and financial houses, to whom easy and early redemption was 
much more important than the peimanence of the investment. For their 
convenience (2) the short term bonds, with a currency of 3 to 5 years, at 
the option of the purchaser were introduced The interest on these was to 
be at 5i p c. free from income tax, but subject to super tax t The third 
section w as intended to be a permanent measure to bring the gov ernment 
into touch with the small investor There was to be no time limit in respect 
of contributions from this source Post-Offices throughout the country were 
to sell cash certificates of Ks. 10, 20, 50 and 100 at a price so fixed that the 
amount repayable at the end of five years, i. e , the full face value of the 
certificates, should represent a return of about 5j p. c, compound interest, 
the Rs 10 certificate being thus puichaseable at Rs. 7-8 That the holder 
may not be embairassed by his investment in case of need for liquid funds, 
It was further provided that the Post Offices should repurchase these 
certificates at a valuation which would allow interest for the period during 
which the certificate had been held ^ The interest on these would be paid 

* See par.i Zl of the Financial Statement of 1918-19 

+ " Taking these factors into cunsideration, the convetsion rates we have fixed as 
fair are that every Rs 100 of the 4 per cent conversion loan shall be accepted as equivalent 
to Rs 9^ of our nev loan, v hile the corresponding rates for the 3i and 3 par cent 
paper will be Rs 70 and Rs 05 rcspeclively 1 am speaking in each case of face values 
Thus to taka a single evample, a person who has obtained conversion rights entitling 
him to convert Rs COO, face value, of 3} per cent paper, \ ill have that paper converted 
info our long term loan at Rs 45(« But it must be remembered of course that the loan 
is only issued in denominations of Rs lOo consequently while the holder can obtain 
Rs 400 m any case, he can only obtain 5u0 by subscribing the cash equivalent of 
Rs 44 (nominal) of the new loan, and for the sake of stmplicily we shall fix the cash 
discount at one anna per rupee of nominal value This year we are adopting a simple 
uniform rule that fer every Rs 100 face value of a new paper issued Rs ISO face 
value of old paper may be converted whether it be 4 per cent or 3^ per cent "Para 79, 
SO of the Financial Statement 1917-lS \ sinking fund of IJ per cent a year was specially 

established for the redemption of this loan The conversion rights were necessarily 
narrow to obtain new funds 

t Tins provision v as anomalous— a lesult of too faithful an imitati n of the English 
terms It might have prevented very large subscriptions by single individuals or corporations 
for fear of the super-tax 

Spcc.men table to show increment in tne value of Rs 10 cash certificate at the 
end of each whole year — 

Rs a p 

I'urchase price . . 7 8 0 Due, after 5 

Dueat end of Ist year 8 1 0 years Rs 10 

Due at end of 2rid v ear , , 8 7 0 

Dae at end of 3rd vear 8 14 0 

Due at end of 4th year , 9 6 0 



free of income tax. The amount that could be held by any individual 
■was limited to Rs 10,000 

The follo'wmg table shows the total subscriptions under the various 
heads — 


5 p c War 5J p c 3 >i SJ p c 5 vr 
Loan 1929-47 Bonds ' Bonds 


Total. 


Rs Rs 

Mam Section 10,80,85.400 16.77,82,500 

* Government Scheme 2,99,700 13,82.400 

British Tr Bills 97 60,500 66,51,100 


Rs Rs. 

10,49,90,800 38,08,58,700 

7,45,500 24,27,600 

1,64,11,600 


Total 11,81,45,600 17,58,16,000 10,57,36.300 39,96,97,900 


In addition to these Rs 3,21,99,550 were subscribed through the Post 
Office before August 29, and Rs 7,10,93,935 by %vay of cash ceitificates 
before August 23 The aggregate total i\as Rs 50,33,23,885 far m excess 
of the budgeted estimate of the finance minister Nearly 30 crores out of 
50 was for shoit term bonds chieflj taken by banks and joint stock com- 
panies Among the various provinces, Bombay led the way by a total 
subscription of Rs 10,65,06,600, Bengal coming a near second with 
Rs 10,46,54,100 If we add the subscriptions through the Post Office and 
cash certificates, Bombay’s lead would be much more considerable, being 
Rs. 13,22,76,105 as against Bengal’s Rs 11,44,20,729 

The necessity to meet the promised contribution from Indian sources, 
combined with the militarj leiuirements of the Imperial Government to be 
financed by India, imperatuelv demanded the continuation of the borrowing 
programme m the budget of 1918-19 Though the budget estimate of the 
yield of the loan was much exceeded in 1917 by the actual totals, the 
estimate of 1918 again adopted a modest figure on the ground, chiefly, that 
the effort of 1917, in proportion as it v.'as magnificent, must have exhausted 
the loanable resources of India £20 million or thirty crores was expected 
to be the utmost limit of the yield in the second year This loan of 1918 
was in two sections, the 5i p c bonds of 3, 5, 7 and 10 years’ duration, and 
the Post Office section. The yield in the mam section was divided as 
follows , — 


Wai Bonds 'War Bonds War Bonds War Bonds , 
1921 1923 1925 1928 

Rs Rs Es Rs Rs 


Main Section . 23.28,25.100 1,70,91,100 3,54,34,600 21.91,39,500 50,44,90,300 
Govt Scheme .. 61,0O.O00 .. . 7,50,000 16 09,300 84,59,300 

Br Tr Bills 8 89,700 1,12,500 1,85,600 5,56,300 17,44,100. 


Total . 23,98,14 SOO 1,72,03,600 3,63 70,200 22,13,05,700 51,46,93,700 

» The Government ofiered then servants certain facilities for subscribing fd the 
loan, which came to be known as the Go-vernment scheme Presidency and other banks 
also offered substantial concessions to their cheats to take up the loan, paying them aS 
much as 95 p c of the amount required to buy the loan by waj of advances for t\\ o years 
kt 5 p c or similar low rates The banks, however, applied the screw in case of depre- 
ciation, and demanded further cover against the advances 
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This yield, it may be obser\ed, is in addition to the amounts obtained 
bv means of the cash ceitihcates and through the Post Office section, 
which was expected to yield Rs. 5 5 crores, making a total of about Rs. 57 
crores/ 

The amount received in subscription to the mam war loans m its 
various sections was, it must be mentioned, in addition to the still more 
short term loans in the form of treasury bills The amount of these out- 
standings varied from week to week, but generally the accretion to the 
resources of Government through this source was seldom under Rs 30 
crores, and often in excess of 45 crores To banks and financial houses, these 
first class short term loans were peculiarly acceptable, and hence their large 
amounts taken up For day to day financing of the demands upon the 
Government, there cannot, perhaps, be a better expedient 

It may also be added at this stage that during the operations of the war- 
loans the procedure for obtaining scrip was very much simplified. In place 
of the old system of tender and allotment, the Government now issued scrip 
over the counter m most places immediately on payment of the amount, while 
very short delay sufficed to get it even m the most backward places 

VI.— Loans vs Taxes 


We have already discussed elsewhere the entire borrowing programme 
of the Government during the war from the stand point of its effects upon 
Indian industry and commerce. We shall, therefore, confine ourselves here 
only to considerations of general financial principles. But one point of 
detail must not be passed over in silence. While we must welcome the 
new expedients which have roused a much needed spirit of investment m 
India, we cannot but point out that in many cases the creditors of the Govern- 
ment are induced to subscribe more by force than by any intelligent percep- 
tion of the advantages. As the Finance Minister put it m 1919, if the can- 
vasser’s zeal outruns his discretion, the swelling of the nominal figures sub- 
scribed would afford no substantial aid to the State, and may quite possibly 


• In commenting on the success of the war loan the controller of currency obSerV d 
" The mam section of the 1918 loan has realised nearly 51 J crores, and the number of ap- 
phoatlons was no less than 103,282 The Post-Office section of the 1917-18 war loan realised 
Rs croreSi the number of applications being 82,000 , and It is probable that even better 
results will be obtained through the Post Office section this >tar The full significance of 
these figures will be appreciated by consideration of the fact that, previous to the war the 
laigest rupee loan raised In India in recent years was that of 1906 which amounted to Rs. 4* 
RTores. the number of tenderers being only 1172 It is. perhaps, not too much to hope 
that we have now In existence the germ of a laigc class of rcniiLis, the investment of whose 
savings in the public loans should. In future jears, be of almost incalculable value in further- 
ing the development of the countrj ” Imrd Meston, as finance minister in 1919-20 
re-iterated the same view as much for the Industrial development of the country as for the 
Steadying of our currency system consequent upon the growth of tlie habit of keeping wealth 
in the form of securities— para 33 of the statement Lord Me ton gives the figures of 

applications for the loan, excluding purchasers of cash certificates, at 155,103 m 1917-18 

iS 227, ?06 m 191i-19 



prove a source of grave danger, if considerable amounts of such short-term 
bonds as the cash certificates got into the hands of very weak holders."^ 
Besides, the vhole of the war peiiod borrowing was exclusively for waste- 
ful, though unavoidable, purpose , and there is no cause for jubilation at its 
success, except in so far as it affords a hope of success for similar borrowing 
in the future for mote productive putposes ! On grounds of sound financial 
principles we cannot but deploie the preference accorded to borrowing over 
taxation for meeting this heavy, unproductive charge Assuming for the sake 
of argument, the necessity as well as the justice of a contribution of ;/fl00 
million from the resources of India for England’s war m Europe, though Eng- 
land has never, except in the case of the Second Afghan War, contributed any- 
thing to the expanses of the wars undertaken by India in the imperial interests 
and often against hei own , and despite the fact that the relative wealth of the 
two countries is so enormously difterent, making a contribution which w'ould 
be crushing to India almost a flea bite to England, it may yet be questioned 
whether financing by borrowing vas really more beneficial than raising 
taxation. It is, of course, true that by no conceivable means in the present 
circumstances of India the whole of the £ 100 million could have been raised 
in a single year from taxation in addition to the ordinary revenues, — short, 
indeed, of a forced lew on wealth, which a government, conscious of its 
want of national spirit, and therefore of the absence of the fullest sympathy 
by the people, could not attempt But theie is nothing to prove that the 
amount they actually obtained by subscriptions to the war loans could not 
have been obtained by a combination of a 25 per cent, income tax on incomes 
over Rs 50,000 a year, coupled wnth a graduated super tax rising to 50 per 
cent, on incomes exceeding Rs 2,50,000 a year , manipulation of the customs 
schedule in the manner suggested in a previous section , raising of excise j 
duties to double the existing rates, the introduction of a new excise on 
home-grown tobacco preparatory to the commencement of a monopoly in 
that article ; and the abolition of all unfair exemptions in the case of income- 
tax. The rejected tax on land might, m that case, have appeared less objec- 
tionable. The total of these w’ould have, at the lowest estimate, yielded 
Rs 30 crores additional, and paid off the whole contribution m 5 years, 
instead of charging the country with a useless burden by w'ay of interest of 
Rs 10 crores a year in round figures for 30 years at least A great officer 
of the Government, t m starting the campaign for the Second War Loan, was 
flattered to have made a great hit by discovering the obvious truth that 

* Weali or strong, the small investor must realise his investment in a period of stress 
such as the famine year of 1918-19 The converaions in that year, therefore, do not give 
any indication of the possibility of extending the system of borrovnng from small 
capitalists 

t It may be doubted if the efforts to obtain subscriptions for industnal purposes 
V ould be quite so severe as in the case of war subscriptions In the former case, subordinate 
officers would be lacking the spur of commendation from supenor officers that they had 
for their war exertions , and in the absence of official pressure it is doubtful if Indian 
investors would be forthcoming in the proportion and to the extent they did during the 


f Lord Ronaldshay m April 1918 
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if the loan -^seie sahscribed m India, the interest also would remain m the 
countrj It had been the burden of Indian critics' song for thirty years 
and more against the Government’s polic> of boriuwing abioad But w'hat 
neither the Government nor its critics quite leahsed was the perpetuation 
of inequalities ot an injurious kind in the distiibanon of the national wealth 
by the adoption of the sj stem of boi rowing in pi eference to boldly facing 
the situation and raising tavation. There could be no obiection, peihaps, to 
either boi rowing or incieasing taxation, if all citmens were of equal ability 
and had equal incomes But in view of the immense existing inequalities, 
m the face of indefensible exemptions from taxation, the preference to 
borrowing must necessarilv produce the most miscellaneous results, The 
poor man will have to bear additional burdens to pay the rich man his 
interest and capital, which, being used up in smoke and powder, could have 
done no material good to the country and its pooi Inhabitants,* Mora* 
over, during such a long-drawn out struggle the poor suiter much more than 
the rich, in that the unavoidable demands of wai end m diverting capital 
from mdustrv , and, therefore, leav e the vvorkei v\ ith much less ethcieat tools 
to make an effo.t foi a much laigei pioduction, Apparently, the worker 
may obtain the benefit ot the wai in the shape of increased wages, But' 
even if this increase in wages is leal, and is not set off by harder and more] 
continuous work for longei houis, as well as by a much greater increase in 
prices, the war time prosper ity of the working classes is essentially short- 
lived, w'hile the burden of taxation left as a legacy of the war is bound to 
be permanent, “ The absorptions and destiuction in war of large masses 
of resources, which would normally have been used in industry, necessarily 
means that the labour of future years has fewer tools and machines with 
which to co-opeiate, is, therefore, less productive and earns a lower rate of 
remuneration" (Ptgou) Besides, the rich in subscribing to the war loans 
will have recourse to then banks, and the grant of easy facilities by them 
cannot but end in an undue inllatio i of puces. We must, therefore, con- 
demn the pohcy of the Indian Goveinmsnt in reiving upon boi rowing for 
their w'ar demands in preference to raising taxation, and thus leaving a 
permanent burden upon the people very unfairly and unev'enly distributed. 
Increased taxation would not oniv hate prevented the accumulation of a 
permanent and unproductive burden , it w ould of necessity have left the 
burdens on those best able to bear them, because while the limit of taxing 
the poorgf section of the community is soon leached, the limit of taxing the 
rich is much more elastic than is believed undei a tax system like ours, 
whose outstanding characteristic is excessive timidity and indefensible 


* A=i Prof Pigou ha-. nghtU po,ntc:il unt {Lconomy and Fiiiana^ of ihe War) 
■when the mfla.ed wav-Dr'c-," sl.ouU return to tl.ur pre Aar or nounal level, the bmden of 
interest would prove in reality much gieatcr Foi when the rich capitalist took up the vvar 
loan, the mtsrest he was promised .vould have purchased m teniis of values much less 
than the same amouBt would purchase when the prices should liave fallen The arrange- 
ment is, on the whole, entiielyfoi the benefit of the rich Wt, have in this section followed 
the atfument of Prof Pigou. op, cit in his chapter on Taxes is Loans, 
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caution. ' M^hen the war was over, the increased taxation might have been 
remitted, oi tlie surplus receipts might be used to finance projects of material 
impiovement for the permanent benefit to all classes of the country. 
Government based their appeal for war loans subscriptions as much on eco- 
nomic as on patriotic giounds, but they overlooked the obvious retort 
that patriotism at 5 per cent oi 5! pei cent is by no meins such a hard 
virtue to practise as the invocations of patrictic viitue in Government 
notifications and tbeir inspired press would lead one to believe, t 


VII — India’s Total War Contribution 

We have now reviewed the outstanding features of the war finance in 
India. It must be observed here that the total contribution of India to 
the w'ar, such at least as is capable of a money valuation, is not confined to 
the taxes and loans above described. Though not bound to take any share 
in the war beyond her frontiers ; tliough England wuth the single exception 
of Gladstone’s contubution of £5 milhon towards the evpens^s of the 
Afghan war m 1878-80, has never borne am share of the frequent mrlitary 
expedrtrons forced upon the Government of India by consideration of 
imperial interest , on the outbreok of the war, non-official India lustened to 
offer the aid of the Indian armv in the Euiopean struggle, agreeing to bear 
the normal cost of the troops despatched. Compared with the pre w'ar scale 
of expenditure, the net military expenditure borne by India had increased' 
between 191 1-15 and 31st Maich 19is by a'oout 25 ciores. To this wel 
must add Rs, 32 croies in round figuies resolved to be contributed in’ 
September WIS, and another 5 croies as increased expenditure m 191S 
April to Septembei This gives a total of 62 5 ciores of rupees m military 
expenditure alone. We raised and sent to the various theatres of the w ar a 
million and quarter of troops, as against our normal peace army of about 
2,70,000 men of all ranks The serv ice was all the greater, as India despatched 
her veteran soldiers and received in exchange much smaller numbers 
of inexperieni-ed territorials to guard her exposed frontiers The political 

* Before tlie viar a demand of Rs 5 crores for tlit purpo-.e of pnraaiy education 
being mada compulsarv and fr..e was consiueied 'Pipo^^iple to mt-ut Iroiii tae limited 
resources of India while during th v\ ar for enti’-J' wasteful pniposts as mucu as Rs 40 
crores additional revenue could be found iii a single vtar as compared to the prewar 
standard The possibilities of a countrv cannot he 1 nuwn if )OU do not t.v them It 
IS to be hoped that one good result of the war \ 'll fa that in luture no such fatuous 
arguments about restricted means will be used to dtfe.nt projects of material benefits 
to the country, V'hich niu->t cost 

t The above cuticisra I arn afraid, would not commend itself to Indian pab'icists, 
if one IS to judge fiom the gen»rn tone of debates ui the imoenal counul, and the stray 
works OI Indian economic v.iiters bee for t' ample Pi of Rales In ha;, Rrer Finance 
iPerliaps the leaders of Indian public opinion were af aid in such a political crisis, to give 
their real views on war financing m I, dia Moie orobablv, most ot them , vv ho caii 
understand such problems, have been reared m the old sciiool of financiers, and, therefore, 
cannot seemuch, in the methods adopted to criticise Sii Wi'liam ilever, the I'lnance Minister 
during the entire v ar peiiod, leceived a paen of praise on his retirement, as much because 
he was an excellent, well meaning, cautious repi esentativ e of orthodox finance, as because 
he realh tried, withm his limits, to keep m view India s interests against every sort of pres- 
sure which must have been bi ought to bear upon him Next after Baring, Barbour and 
Colvin in the eighties, Meyer seems to have been the most sympathetic finance minister gl 
Jndia during the last §0 years, 
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charges were increased owing to the war, by 200 ciores upto the end of 
1917-18, and possibly by 235 crores by the end of the war. For the same 
period the increase in the civil depaitmental expenditure was 37 lakhs. 
The interest on the war debt may be taken for the war period only at Rs. 20 
crores This, of course, lea\ es out of account the permanent character of 
the burden incurred. Miscellaneous expenditure may be taken at Re. 1 crore 
or a total of 87+ croies. 

This IS only the money side of the account It does not and cannot 
show the fact that, thanks to the war, India has got an additional annual 
burden by way of interest alone of Rs. 10 crores, not to speak of the perma- 
nent increase in military expenditure of some 25 crores per annum that 
will result in consequence of the war and its non-effective charges. We 
have financed heavy outlays on the part of the British Government aggre 
gating over ^"200 million in 5 years to the grave prejudice of our industry 
and commerce, our currency and exchange. We have invested largely in 
British securities— over and above making the gift of 100 millions— from 
our various reserves for the maintenance of the currency system, and to 
that extent contributed to the success of the various British war loans. 
These came to over ;^’130 million and depreciated after the war so much as 
to cause India a net loss of about half the amount if not more.’’ We have 
starved our own industries, restricted our trade, manipulated our commer-’ 
cial finance to help prosecute the war to a successful end. We cut down 
our usual programmes of capital expenditure for material development to 
dangerously low proportions , reduced the allotments of the provinces for 
education and sanitation, stopped all schemes of social amelioration that 
might at all interfere with the financial needs of the war.t 

As though these contributions were not enough, it was resolved 
in the last month of the war to contribute another £i5 million to the i 
expenses of the war The way had been paved for this increase by 
a conference called by the Viceroy in April, where it was decided to raise 
500,000 more troops in India commencing with June 1st, On the 9th of 
September, Sir William Meyer, the retiring Finance Minister, brought in 
a resolution saying “ That this council recognises that the prolongation of 
war justifies India’s taking a larger share than she does at present in respect 
of the cost of the military forces raised, or to be raised, in this 
country." This procedure of a resolution was an adroit manceuvre on the 
part of the Government to force the hands of non-official members 
in accepting or rejecting the suggestion, since the Government declared 
that t hey had no mtention to use their official majority to carry through the 

* We, of course, include the depreciation due both to the successive rise in interest 
and also to the rise in exchange The gradual appreciation of British credit in post war 
years must be taken to have offset this loss in part, except such of those securities as had 
to be compulsorily sold 

t In return we have obtained a recognition of a hunted sort m the world council, 
and slightly more important place in the council of the Empire , a scheme of constitutional 
reforms which are expected to lead to complete responsible Government in coarse of time , 
an equality of treatment m the tariff of import duties the most material of all. 
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resolution. Having pledged themselves to further exertion at the April 
conference, the non-official members had no alternative but to adopt the 
Resolution , and the Government could not but feel gratified that this was a 
popular contribution as against the previous contribution of £ 100 million 
which was made under an executive decision The idea was to take over the 
entire cost of 200,000 troops for the period of the War , and assuming that 
the War w'ould be ovei by March 1920, the Finance Minister calculated the 
additional cost at if 12 7 million for 1918-19, ;£'14 7 million for 1919-20, and 
for 1920-21 a year of demobilisation £11 million making a total of 35 1 
million To these he added additional pensions and non-effective charges for 
£ 10 million making a total of £ 45 million. As the expected surplus was 
considerable for 1918-19, no additional taxation was proposed, and the 
Resolution was adopted subject to the addition of the following words to the 
original “ and recommends that such larger share be to the extent and under 
the conditions and safeguards indicated in the speech of the Hon the Finance 
Minister m moving this Resolution.” The safeguards here referred to were • 
that India has no War expenditure to meet on her own account, nor any 
extraordinary expenditure on account of famine 

We have devoted so much space in this work to a detailed considera- 
tion of public finance in India under the stress and strain of war-time, 
because we cannot, even at this distance, regard the last war as a mere 
episode. The war and its financing have not only left permanent lessons of 
abiding interest Many of the post-war problems of finance and currency are 
distinctly and directly the creations of the war , and if a right, satisfactory 
permanent solution is e\ er to be achieved for any of them, we cannot possibly 
neglect their origin, their latson d'&tre, for such a study alone can teach us 
the right solution. 



PART VI 


CHAPTER 1 

Provincial Finance 

I. — Introduction 

V e have hitherto considered the financial system as a whole, as a single 
unit administered by the collective central entity known as the Governor- 
General in Council There is a historical justification for such a treatment 
of our subject, in that what we now understand by a system of financial 
decentralisation, nhat is now considered by the leaders of Indian public 
opinion to be the ideal of constitutional pi ogress. Provincial Autonomy, is, 
relativelj speaking, of veiy recent origin There has, indeed, been some sort 
of decentralisation in financial administiation as in other departments but the 
principles influencing these arrangements are widely different from those, 
which governed the schemes of the early authors of such decentralisation, 
But, I’vhatever may be the value of such a justification from the stand-point of 
history , v hatev ei maj be the utility of presenting m a connected form the 
working of the entire system as seen from the standpoint of a central 
government , w^hatevei the future may have in store for the iival principles 
of provincial autonomy and impeiial centralisation, we cannot, in such a 
study of the Indian financial system as is here attempted, lose sight of the 
fact that Indian revenues and expenditure are divided between the Imperial 
and Provincial Governments, in accordance with principles which have been 
fashioned after fifty y ears of experience. That the student may not find his 
sense of proportion in the study of Indian finance obscured, we have set out 
a picture of the entire system in the preceding sections That the politician 
or statesman might not confuse the issues, we shall now briefly trace the 
development of this singular system of administrative devolution for purposes 
of convenience, rather than with any great regard to principles of finance ; 
and then offer such criticisms and suggestions as, from our own past experi- 
ence and the experience of other nations similarly situated, we find applicable 
to the case In hand. 

II.— Origin of Financial Decentralisation in India 

The old presidencies of the East India Company wete all too full of the 
mSraories of their independent origin and authority to submit, even after - 
the Regulating Act, to the grinding authority of the Central Government, 
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tn those days, the difficulties of cominumcations and the intervention of 
large tracts of independent territories made the control of the Central 
Government impossible to exercise, even wdien it had the moral support 
of the supreme authority behind it, even when Parliament had recognised 
the necessity of and conferred the authority upon, the Government of India 
to exercise control over the revenues and expenditure of provincial govern- 
ments, So long as the means of communications remained defective ; so 
long as the central government itself had no vvell-conceived plan of financial 
administration, the control re-]uired by Parliamentary enactments was, in 
practice, nominal. In theory, all the revenues from all the districts under 
the administration of the Company were collected by theif local officers on 
behalf of the Government of India, and all the expenditure defrayed in 
the name of the same authority. In piactice, the local governments had a 
pretty free hand, not, indeed, as in the glorious old days before the 
Regulating Act, to commence wars on their own authoiity, 'Sign treaties and 
annex terntoiies, but at least to minister to the needs of their province 
from the revenues collected by them under the formal authority or sanction 
of the Governor-General-in-Council . 

But after the rautinv, when a special department was created by the 
central government for putting its own house m order, the possibilities of 
this centralisation began to mahe themselves manifest. The rail-road and 
the telegraph wire had between them put an end to the old time isolation 
of the provinces They came into closei contact with the Government of 
India, and therefore, more directly under its control. The Imperial Govern' 
ment were, after the mutiny, endeavouiing their utmost to effect retrenchments 
in every diiection And the provincial governments, anxious to accomplish 
ambitious schemes of material improvement and administrative reform, found 
themselves soon called to halt. "The supreme government controlled the 
smallest details of every branch of the expenditure," say the Stracbey 
brothers ; " its authority was required for the employment of every 
person paid with public money, however small his salary; and its sane-* 
tlon was necessary for the grant of funds even for purely local works of 
improvement, for every local road, for every building however insignifi- 
cant."+ But the Imperial Government were too keenly conscious of 
their needs to think of relaxing their legal authority, even apart from 
a not unfounded suspicion that the provincial governments were really 
clamouring for more money only to increase their own importance, 

* By the Charter Act of 1833. it was provided that "no Governor shall have the 
power of creating any new office or granting any new salaiy, gratuity or allowance, without 
the previous sanction of the Governor General," bee sections 39 and 59 of 3 & 4 'Will IV. ' 
C. 85 

t Op Cit p, 131, Cp tile following observation of the Decentralisation Commis- 
sion (1909) para 54 

" Save In respect to local cesses which were levied m some proviiices, principally 
for roads, schools and otliei items pf local expenditure, each provincial Goveinment was 
absolutely dependent on sums annually assigned to it by the Central Government, for the 
upkeep of its administrative services," 

56 
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and not because they really needed the funds ‘ The 'imperial govern- 
ment did, indeed, gradually realise that foi a country as large as 
Europe, with as many di\eisities of social and economic conditions, a 
single sisteni, administered from one centre, is bound to be occasionally 
unsupportable by the inequalities it involved They also felt the one justifi- 
cation that the local gorernments had in making clamorous demands upon 
the Government of India then ignorance of the demands upon the purse of 
the latter They often made allowance for a sense of irritation which the 
provincial satraps may have felt at what they considered an unwarrantable 
interference of the imperial government into the most trivial details of every- 
day administration. From 1860 onwards, the Imperial Goveinment also 
appear to be realising their owm inability at once to control and yet to carry 
on works of material benefit as vigotously as the provincial governments 
rightly desired. On the other hand, they perceived with regret that the 
officers of the provincial governments, who were necessarily the men to 
collect and spend the revenues, did not do all they might have done m thd 
way of diligence or economy , and then masters, the provincial governors, 
had no incentive to enforce economy or diligence upon these officers. - 
Frequent conflicts arose between the imperial and the provincial govern- 
ments m which the latter wete aggressive exactly in proportion as the 
former were wrong + It was clear such a state of things could not long 
continue. The provincial governments could not undertake any scheme 
of improvement in their governments without fear of undue interference from 
the central government , and these m their turn could not budget with any 
feeltng of sympathy or harmony or certainty in view of the unceasing 
remonstrances from provincial governments. As early as 1860, General 
Dickens had suggested a scheme of reform with a view to provincialise 
finance. The finance minister Mr Lalng himself made leferences in his 
budget speech to the need for such a reform, f His successor Massey 

•The much quoted pis^sage fi om a minute by General 3 traohey, Secretary to the 
Government of India m the Public Works Department, mav be quoted here as an illustration 
and in SutoOi t of the remark in the text 

" The distribution of the public incomes degenerates Into something like a scramble, 
in which the most violent have the adiantage, with very little attention to reason , as local 
economy leads to no local advantage the stimulus to avoid waste is reduced to a minimum i 
So, as no local erowth of income leads to an increase of the local means of improvettieut, the 
Interest in developing the pubhc revenues is also brought down to the lowest level ” 

Cp Strachey, op cit p 139 

tLord Curzon observed m one of bis valedictory speeches " In old volumes of 
our proceedings, which It has been my study at midnight hours, 1 have sometimes dome 
across peppery letters or indignant remonstrances, and have Seen the spectacle of infuriated 
pro-ConsUls strutting up and down the stage.. I am not one of those who hold the view 
that local governments are hampered m their administration by excessive centralisation, of 
that any great measures of devolution would produce better results I believe itua 
Strong government of India gathering Into its own hand and Controlling all the reins But 
1 would ride local governments on the snaffle, and not on the curb, and I would do all m 
our power to Consult their feelings, to enhance their dignity, and to stimulate their sense of 
responsibility and power." 

I The Finance Minister Lalng observed. In his budget speech of 1862-63 "If this 
great empire is ever to have the roads, the schools, the local police, and other instrument- 
of civilisation which a flourishing country ought to possess, it is simplv impossible that an 
imperial government can find either the money or the managtinent , It is of the first 

[Contmuedon p. 443, 
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cordially supported the suggestions of Sir R. Strachey in the same direction, 
though the time does not seem to have been ripe until the administration of 
Lord Mayo to carry out the reform. 

Ill -- Lord Mayo’s Scheme of Provincial Finance 

Convinced that without an ample measure of liberty and resources, the 
local governments could be expected neither to economise nor to undertake 
with enthusiasm works of local improvement ; satisfied that the Government 
of India was incompetent to judge of local requirements and yet bound to 
interfere m local affairs so long as it alone w as responsible for the finances of 
the entire country ; irnpiessed ivith the belief that unseemly squabbles in the 
conduct of the Goveinment would be as unavoidable as they were undignified, 
Lord Mayo, m his resolution dated 14th December 1870, proceeded to 
define the principles of a scheme of financial decentralisation The need for 
maintaining a stong central government was recognised by Lord Mayo and 
his colleagues to bs too elementary and imperative to admit of discussion, 
The scheme of decentralisation they sought to formulate was, therefore, one 
purely of administrative convenience, and not on any admission of the principle 
of federalism in the governance of India. It was found to be more convenient 
to entrust to the local government branches of administration which were 
obviously suited to local handling. For a 
Registration Road”’’’ lump sum grant of i'4, 688,711 a year 

Police Ci\ Buildings handed over to the piovmces, the marginally 

Education Misctllaneous j 

Medical Public Improvement noted heads of services were made over to 

the provincial governments. This grant 
was less by £"330,801 than that assigned to the provinces for the same 
services in 1870, the grant being calculated on the basis of average expendi- 
provinces in the preceding five years It was distri- 
buted as noted in the margin among the 
20i5,94S various provinces, again on the basis of 
the requuements of each province as 
1 ,168 5‘j1 shown by the accounts of the Govern- 

640 792 nient of India, after certain adjust- 

733,438 ments had been made The provincial 

880,073 governments were given the departmental 
4 , 633,711 receipts from these sources, but if the grant 
did not suffice they must depend on their 


ture of the severs 


Oudh 

Central Provinces 
Burma 

N \V Provinces 
Punjab 


Concluded from p 442] 

importance to break through the habit of keeping eveiything in dependence on Calcutta, 
and to teach people not to look to Government for things which they can do far better for 
themselves It is most desirable to break through the system of barren uniformity 

and pedantic centralisation, which has tended in times past to reduce all India to depend- 
ence on the buieaus of Calcutta, and to give [to local governments the power and the 
responsibility of managing their own aCfaurs," 





own resomcesr While refusing to increase these grants, the Imperial 
Government undertook not to diminish them except in some extraordinary 
emergency, and even then not without previous consultation with the govern- 
ments affected The local governments, moieovei, were given, what perhaps 
they most appreciated, a free hand to make their own appropriation for the 
several heads within the limit of their assignments The various items dis- 
appeared from the Impeiial Accounts, their place being taken by the single 
item of “ provincial services ” If a local government could not within a 
year exhaust its assignments, the amount would not lapse but be carried 
forward as a balance to its credit The provincial governments were 
enjoined to adopt the budgetary procedure on the lines of the imperial govern- 
ment in respect of the services assigned to them. 

The creation of provincial services did not, however, deprive the 
Government of India of its general right of supei vision and control. The 
Resolution under review carefully lays down the conditions of this scheme of 
tentative devolution. Without the previous sanction of the Government of 
India 

(f) no local government could create any new post with a salary of over Rs. 250 a 
month, or add to the salaries and allowances of any existing post of a like amount , 

(2) no new class or grade of officers could be created or abolished, or its pay 

rai'ied, 

(3) the pay and allowances of an officer doing duty in a province, but paid by the 
imperial government, could not be increased by the local government over the seale 
sanctioned by the supreme government, 

(4) no moneys could be removed from the public treasuries for investment , and 

(5) no services rendered to other departments at the cost of departments then made 
over to the local gov ernments could be diminished 

From these changes Lord Mayo and his Government expected to 
obtain the much needed relief for the imperial exchequer without m any way 
weakening the authority of the supreme government The Viceroy also 
hoped that there w ould be no feeling of a separation of interests, but rather 
one of greater harmony ownng to an increase m the independence and 
responsibility of the local governments. 

IV. — Extension of the system under Lord Lytton 

The plan worked out by Lord Mayo suffered from several weaknesses. 
The assignments made to the various provinces were each on the basis of 
the actual expenditure of every province under a given head. This assumed 
that the actual expenditure represented the real needs of the province, though 

, * Lord Mayo, m bis speech before the Legislative Council, on March 18, 1871” 

observed “It is impossible to prophesy or say at present what can be done in the far 
future . hut I V ould be misleading the local gov ernments if I were not to say that it is our 
opinion that these sums are now fixed at an amount which cannot be exceeded for at least a 
number of years” The resolution, however, adds a footnote to para 14, saying, "If it 
will be found when tUe accounts of the year 1870-71 are made up, that the actual expendi- 
ture during that year for the official postage of the serv ces affected exceeds the amount of 
the grants for that purpose, then the several assignments will be, once for all, increased by 
the difference ’’ 
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the provincial governments had all along protested against then local projects 
bsiDg handicapped for imperial considerations The scheme of Lord Mayo 
Ignored altogether the indisputable fact that theie weie gross inequalities as 
between the provinces in the matter of grants and burdens, and that a system 
which tended to peipetuate these inequalities cannot prove uniformly accept’ 
able. In defence, it could only be urged that if the Government of India had 
started to find out a really equitable basis of distribution, it w ould never have 
been able to evolve any scheme of decentralisation Tlie status quo of eacli 
province was the only available basis to adopt, leaving the undoubted in- 
equalities to be temoved by a readjustment of local burdens in the future. 
Another criticism that might well be urged against the scheme is that it gave 
no interest to local governments for exercising diligence m revenue 
collections It was notorious that considerable leakage took place in such 
important heads of revenue as stamps or excise or customs. The provincial 
governments, not interested in revenues, did not perceive the loss to the 
treasury through such leakage. The scheme had, no doubt, accomplished 
the main objects of its authors , there was gieater harmonj between the 
imperial and provincial governments, and the latter were enabled to commence 
several schemes of local improvement. The great aim of economy also was 
accomplished, m that the process of continuous growth was arrested, while 
the expenditure was directed to more useful channels * But the central 
defect noted above made the system shorn of many other advantages that 
might reasonably be expected in the shape of improvement of revenues and 
the consequent avoidance of unnecessary taxation which would otherwise 
have been necessary. 

Recognising these defects, the next step forward was taken m 1877 
under Lord Lytton, when all the remaining services, except those directly 
administered by the imperial government, were made ovei to the piovmcial 
goveinments along with their connected receipts Former! j, the income of 
the local governments was dern ed from a grant or assignment, which, though 
not absolutely fixed, was incapable of appreciable expansion The newi 
services transferred in 1877 were those of land revenue, excise, stamps, law 
and justice, general administration, stationery and printing For their 
administration no lump sum grant was made, but a share given m some 
specifi ed heads o^eyenue, which, without local diligence suffered grievously 
from evasions. The principal heads of revenue thus shared were excise, 
stamps, law and justice, and some other items varying from province to 
province. The license tax and some railways were also made over The 
arrangement was that the revenue from these sources w'as to be taken by 
‘the provincial governments; but if they showed any surplus over the 

* Between 1863 4 and 1868-9 the charges for these services had gro\/n from 
:^5,112,000 to :^6, 030.000 or about ^200,000 a year In 1870 71 Lord Mayo s Government 
reduced these charges to ;f5, 197.000 In 1876-77. the expenditure on all the assigned 
services showed practically no change from 1870 71, thus showing that an effective 
stop had been put to the yearly increment ‘ ' When the figures « ere evamined in details, 
they were still more satisfactory, far they showed that there had been a reduction of 
expenditure on nearly all heads excepting ‘ Education ' and 'Medical' " Strachey op 
cit p. 142, 
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estimated figure ftom those heads m each of the provinces, the imperial 
government should be gi\en one-half, while in case of deficit the same 
authority should be made to bear an equal proportion. This did not give any 
power of fresh taxation to the local governments, ' nor change any of the 
conditions of geneial supervision and control laid down m Lord Mayo’s 
Resolution,! In carrying out these changes, since the airangement with each 
province was difterent, the system of making separate contracts was for the 
first time adopted , and that the contracts may not stereotype what might 
pi ore to be an unfair arrangement, they -were concluded for five years only, 
in the first instance.! Under these arrangements the total provincial revenues 
amounted in 1880-81 to ^^’10,000,000 in addition to a lump-sum grant from 
the imperial government of ;^‘+,250,000, not counting the strictly local 
income of /3, 000, 000 § Without taking into account the last item, the 
provincial governments obtained control over more than 20 per cent, of the 
total revenues of India, and most of the ordinary services Within limits, 
they were made mdependent of the imperial government, and fiee to expand 
as they chose. 


V.— Improvements by Baring and Ripon 

The settlements made by Lord Lytton and Sir J. Strachey had made 
different provisions with different provinces, mainly because the settlements 
had been concluded at different dates In view of the differences m the 
financial position of the different provinces, too great an insistence on unifor- 
mity would have contradicted the fundamental principle of the policy. Still 
there was room for a greater co-ordination, if only for the sake of avoiding 
a needless show of discrimination. As the experience of the new arrange- 
ments began to accumulate, it became manifest that the share reserved for 
the imperial government was not in every case all that it might have been ; 

•“ What we have to do is not to give to the local governraeats fresh powers of 
taxation, but, on the contrary, do all that we can to render fresh taxation unnecessary, and 
to give to these governments direct inducements to improve those sources of existing 
revenues which depend for their productiveness on good admmistralion ” Financial 
Siafcmcnt, 1S77-S Sir J Strachey 

f"The Governor-General in Council will not relinquish his general poweis of 
supervision and control, but his excellency will, as far as possible, avoid interference with 
the details of the admmisliation of the transferred revenues and servuces. and any embarrass- 
ment of provincial finance ' ' 

} In the settlement or contract, made with Assam and Burma in 1879, all the 
revenue and expenditure which could possibly be treated provincially were made ov er to 
the province and for the balance a fixed share of the land revenue, forests and other items 
was entrusted to the province The Madras Government did not come within the arrange- 
ments made in 1877 8 See Strachey op cit , p 143 

§\Vhat Strachey contemplated by wav of revision has been thus desenhed by 
himself — 

' “ The revenues and charges arising from tributes, salt, opium, allowances and 

assignments, the administration of the post office and telegraphs, the Political Department, 
the East Indian Railway, the Guaranteed Railv ay Companies, and all items recorded only 
in the accounts of the central government, would have remained wholly imperial The 
tevewues from forests, excise, and assessed taxes, stamp and registration, and the import 
duties on liquors, would have been shared equally between the local and central govern- 
ments, Each local government would have received a fixed proportion of the net land 
revenue to make good the difterence between its assigned revenues and expenditure," 
dt. p. 146, 
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while the interest accorded to the local governments m the great branches 
of revenues, like the land revenue or forests, was not substantial enough. 
If he had had time to revise the settlements, Strachey himself intended to 
make the modifications on the lines suggested above As it was, the 
changes were carried out by Major Baring under Lord Ripon, than whom 
India has not yet had a Viceioy more genuinely interested in the progress 
of local institutions ’ The quinquennial settlements made in 1S82 abolished 
the corner stone 'of Lord Mayo's original scheme, — a fixed lump-sunl 
grant to the piovinces, and instead made over all the revenues derived fiom 
specified sources like civil departmental receipts or the income from civil 
buildings. As regards the other heads, which had previously been trans- 
ferred, forests and registration were di\ ided between the two governments, 
for the most part in equal proportions The balance still remaining un- 
favourable to the provinces was made good, not by a lump sum as before, 
but by a fixed share of the land 
revenue. The geneial result of these 
settlements of 1882 was that the 
revenues of the provincial govern- 
ments were for the next five years 
made up of the marginally noted 
sources, With regard to the extra 
ordinary charge of wars and famine 
relief, it was settled that no demand was to be made on provincial govern 
ments except in case of a disaster so abnormal as to exhaust all the reserves 
of the supreme goveinment, and to necessitate the suspension of the entire 
machineiy of improvement throughout the empire In the Afghan War, 
demands had been made upon provincial resources winch had left them 
entirely inadequate foi oidinary adimnistiation. It w'as to guard against 
such unusual demands which, W'hen made, would upset all calculations made 
by the provincial governments for their programme of improvement, tnac a 
definite pledge was given. In the case of famine, also, the imperial govern* 
ment undertook to come to the lescue of provincial finance, as soon as it 
was evident that the famine was severe, and that it would embarrass the 
resources of the provincial governments, without regard to the actual 
amount spent. Besides, as m the impeiial budget provision wms made every 
year of a million sterling for relief of famine, it was not incumbent on the 
provincial governments to accumulate any special reserve on that account. 
The provincial gov ernments thus obtained a much greater measure of in- 
dependence than had ever been the case before 

VI ‘-Other Changes and the Financial Committee of 1887 
The tvorklng of the contracts made in 1882 disclosed certain points 
of Weakness which were attempted to be modified in the 20 years that 
• Said Major Baring apropos of thebe changes *— 

" One result of the Provincial airangements concluded in 1882 was, that of the foul 
peculiar dangers to which the finances of India w ere exposed, i ja war, a diminution of 
the opium revenue, fall of exchange, and famine, the first three had to be met by tha 
Government of India, and only the fourth was felt by the local governmentSi” 


1 Wholly provincial heads 4.000,000 

2 Revenue from divided 

heads 8 000,000 

3 A varying proportion fium 

certain heads 23,000 000 

4, A nominal proportion from 

others 7,000,000 


Total . 42,000,000 



followed, in one way or another From 1881 to 1884 the local government 
had abundance of funds, as much because of the great prosperity in the 
geneial finances, as from the accumulated balances to their ciedit During 
the Afghan Wai the Imperial Government had been obliged to enjoin 
restiictions in piovincial expenditure, and to demand a contribution of 
■{ 670,000 from the provincial governments This was now returned, and 
the restrictions were removed. The heavy expenditure of the three follow- 
ing jears displayed a certain amount of wasteful enterpiise which the 
imperial government wanted to check. If in the new contracts to be made 
in 1887 the provincial revenues did not keep up to the scale of these 
three years’ expenditure, it would involve a most undesirable element of 
fluctuation. Hence, from April 1st, 1884, it was required of every provincial 
government that it should maintain with the imperial government a pre- 
scribed minimum balance as shown in the budget estimate , and under no 
circumstances was this balance to be allowed to fall below the minimum. 
In 1887, when the contracts of 1882 came to an end, the Government 
of India appointed a financial committee to consider the possibilities of 
retrenchment, in view of the heavy fall in exchange combined with 
an increase in the army of 30,000 troops. The result of the revision of 
the provincial contracts was a transfer of Rs 64 lakhs from the increased 
receipts in the provincial heads of revenue to the imperial government. 
Even if we make an allowance for the slight increase in provincial grants, 
the net gam from revision of the contracts to the Imperial Government was 
Rs. 55 lakhs The same operation was repeated for the same reasons m 
1891-92 with a gam to the Imperial Government of Rs 46 63 lakhs. The 
accumulated balances of the provincial governments were taken up by the 
impoverished Imperial Government in 1887, and again in 1890, though in the 
following year the “loan ” was refunded 

The Committee of 1887 had, however, suggested radical modifications 
of the whole system of provincial settlements In a note submitted by four 
members of the Committee, t they recommended — 

Besides removing the perennial cause of irritation against the high- 
handed manner m which the Imperial Government resumed the balances of 

^ The balance resumed represented 25% on the increased revenue, that accrued 
to the provinces during the currency of thearr ngement which expired m 1891-92 The 
local governments necessarily protested against such resumptions of the balances they had 
built up by suffering privafaons themselves The following extract from the speech of 
the Lieutenant Governor of Bengal in the supreme Legislative Council represents clearly 
the local view on the matter “ I must say I deprecate the way in which these quinquen- 
nial revisions have too frequently been earned out The provincial sheep is summarily 
thrown on its hach, close clipped and shorn of its wool, and turned out to shiver till its 
fleece grow again The normal history of a provincial contract is this — two years of 
screwing and saving and postponement of works, two years of resumed energy on a normal 
scale, and one year of dissipation of balances in the fear that, it not spent, they vvdl be 
annexed by the supreme Gov ernment directly or indirectly, at the time of the revision." 
Budget Discussion, 1896-97 

In 1894-95 the same course of resumption of provincial balances was adopted, 
followed la the next year by a refund 

t These were Sir Charles Elliot, President t Sir William Hunter, Mr, Justice 
Coimlnghain. and Mr Justice Ranade, 
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the provincial governments, theywould secure to the local governments hilf 
the normal growth of their provincial revenues, thereby enabling them to 
keep up a continuous policy of internal improvements. While unable to 
secure complete equality of the burdens of the imperial expenditure as 
between the various provinces, their suggestions yet secured to those pro- 
vinces which contributed less than half their revenue to the imperial 
exchequer, an exemption fiom the liability to meet imperial demands, if need 
be, by reducing their own expenditure, with a view only to afford relief to 
those who contributed more than half. If the Committee’s recommenda- 
tions had been carried out, the then existing level of local expenditure would 
have been left untouched. On the other hand, the effect of paying half 
the increase would tend in course of time to equalise the burdens. But the 
greatest advantage of the proposals lay in this, that while they made ample 
provision for the needs of the Imperial Government, they imposed some sort 
of check upon its spending propensities. Besides leaving to that Govern- 
ment the entire growth in its own souices of revenue, they gave them half 
of the increment in the provincial sources, and a power to demand further 
contributions if needed. The scheme was based on the hope that m normal 
times more than half of the piovincial revenues would not be applied to non* 
provincial purposes. 

These recommendations the Government of India did not accept on the 
ground of incieased military needs and exchange troubles preventing any sur* 
render on their part of a possible accretion to their resources In 1897 waS 
made the last quinquennial revision under the old principles. An estimate 
was made of the expenditure in each province on all the services with 
which the provincial government was charged; an adequate proportion 
of the provincial rex enues was set aside for that purpose. The provincial 
governments, generally speaking, retained the whole of the receipts from 
provincial rates, courts of law, jails, police, education, medical and local 
marine services, pension contributions, and minor irrigation works, certain 
state railways and major irrigation works, buildings and roads, stationery, 
etc , i of the stamps revenue ; i of the assessed taxes, forests and regis- 
tration receipts ; i of excise ; and I (generally) of the land revenue. Out 
of this they had to meet the expenditure on most of these heads, and a 
share of collection corresponding to the proportion they received, except 
in the case of land revenue, of which the whole cost of collection was 
borne by the provinces, except In Bengal Within the limits of theif re- 
sources, the provinces were also made responsible for famine relief, some 
political charges, and miscellaneous expenditure. The total revenue assigned 
to them was, in 1901-02, Rs 25’12 Crotes, while the total collections, in 
which they were at all interested, amounted to Rs. -le'dS crores, nearly 50 
per cent, of the gross revenues of India 

Vll. — Thirty Years of Provincial finance 

We have now briefly reviewed the gradual evolution of a system 
of financial decentralisation, which, without being based on any considered 
prmciple of division or co ordination, had nevertheless in thiity yearsj| 





eflected considerable economies. Durmg this period the principles which had 
originated the s\stein, the need for adminishative convenience, remained 
substantially the governing idea of the whole airangement The revision of 
contracts, the resumption of inciements in revenues by the Imperial Govern- 
ment in espective of the needs of the piovincial governments, the demand 
foi special contributions, weie all indications of the old idea of unchallenged 
supremacy of the central government Strachey had observed in one of his 
financial statements that the one thing necessary for India was a strong 
central government , and it is but to be expected that such a person en- 
couraging the system of local finance would naturally do so only because 
he considered it an excellent means of adding to the strength and importance 
of the supreme government by fieeing it from unseemly brawls. The very 
tests by nbich the success of the system was judged were unavoidably 
coloured with the taint of the original principles Thus it was observed again 
and again that the system had helped to economise by keeping down expendi- 
ture Once you accept the principle that saving in provincial expenditure 
was a good test of the success of financial devolution, there could be no 
logical ground to quarrel with the resumption of unspent surplus and 
obvious increment by the Imperial Government whose needs were un- 
questionably to dominate the situation In that view of the scheme of 
provincial finance, the fact that the bulk of the heads of internal expenditure 
had been made over to the local governments, and that any saving therein 
could be only puichased at the cost of efficiency in internal administration, 
would have no mlluence on the situation The Imperial Government had 
delegated these functions to the local governments, not so much because they 
admitted the suitability of the local authorities in administration, but rather 
because they felt their inability to effect the desired economies themselves. 
Those, therefore, who advocated greater independence for the provincial 
governments and wider margin of discretion in outlay were arguing on an 
assumption which the Government of India did not admit to be the basic 
consideration in the arrangement. Hence the futher contention about the 
distribution of the imperial burdens on the various provinces being without 
any intelligible principle of ability, population or resources of the provinces, 
w-as based on a view of the case not permitted by the authorities, how- 
ever sound it may seem in theory.'' There really could be no other test than 
* In his evidence before the Welby Commission, the late Mr Gokhale vigorously 
criticised the system of prov'iDcial finance as it was m the closing years of the last century 
He gives two tables from the calcnlations made by Sir J Westland to show how dispropor- 
tionate was the burden on the different provmces 


The percentage 

of revenue surrendered 

The contribution 

of each province per 

by each ptov ince to 

> the Supreme Govern- 

100 of population — 

Indian Districts 

. 26% 

Central Provinces 

ES 

. ... . 710 

Central Provinces 

. . 56% 

Bnrmah 

. . 3,120 

Burma . , 

. 58% 


. . .. 970 


.... 51"i 

Bengal 

.. .. 1,070 

Bengal 

. 68% 

N W Provmces 

1.770 

N W Provinces 

.. 76% 

45% 

Punjab .. 

. . . 820 

Punjab 

Madras 

1,230 


. 52% 

Bombay 

1,5S0 

Bombay ... 

' ., 46% 

IConitnued on p. 4S1, 
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economy, because there was no basis but convenience of the supreme 
government, The provincial governments, therefore, necessarily got the 
worst in every reshuffling of the caids, because from the outset they were 
debarred from having anv trumps. Claims on account of war, of opium, of 
exchange were all reserved for the Imperial Government, who could, there- 
fore, cajole or coeice at its will As the system was never meant to 
constrain the Imperial Government, it was idle to complain that while provin- 
cial expenditure, which, in proportion as it incieased, would have benefited 
the country, — was rigorously kept down, the imperial expenditure went on 
increasing unchecked m feaiful proportions In the eighties, the Gox’ernment 
of the United Provinces tried with success the experiment of pledging its 
own credit for a guarantee to locally subscribed capital for the construction 
of a local railw'ay of a piomising character As the venture proved a 
success, the central government felt it to be a menace to its own unchallenged 
position. The Secretary of State xvas, therefore, at once made to declare 
that all borrowings, however and by whomsoever earned out, must be made 
over to the central government to be distributed by them as seemed best 
to them. " 


Vlll.— The Quasi-Permanent Settlements ol 1904 


So long as the Government of India was beset with the bogey of ex- 
change and the nightmare of famine, it was impossible to make it perceive 
the true piinciples that ought to regulate provincial finance It was in vain 
urged on them that the constant dread of revision was needlessly interfer- 
ing with the continuity of policy m projects of provincial development. They 
only saw that the piovinces could build up respectable reserves, which 
they were, towards the end of the contract, in a huiry to spend And, since 
they often found good reason to consider the hasty expenditure of some 
provinces as a needless piece of extravagance, thev felt themselves justified 
in taking up the surplus for their own pressing needs, rather than sufier 
it to be wasted They could not see that their own revisions were to 
blame m stimulating such pioxmcial extravagance, since the provinces 
could not frame any schemes, unless they wmre certain of the ways and 
means , and they must be allowed time to prepaie and mature their plans 
before commencing operations But that those plans may not be extra- 
vagant, and those operations may not be hurried, the provincial govemments 
must be assured that their balances will not be encroached upon, nor their 
assignments curtailed, meiely because of the size of their balances 


When, how’ever, the exchange trouble w'as over, and famine relief more 
a matter of well defined scientific policy, the Government of India w^ere 


Coticludcd from p '/JO] 

"These figures” he says "are sufficient to show the totally arbiti ary character 
of the present contracts The fact is that these inequalities are a legacy of the pre decenti a- 
hsation days, when the expenditure of difierent proxinces was detet mined not 

by the resources of those proxmees, but by the attention that their governments succeeded 

m securing from the central gov eminent.’' 

* Cpi Strachey, op. cit, p. 151 et. seq, 



in a better frame of mind to consider the claims of the provinces. They 
were not, indeed, going to surrender their right to revise the contract, or 
resume the surplus if their own abnormal needs demanded such a course.’’' 
But within that limitation, they were willing to grant a reasonable conti- 
nuity in policy and resources to the piovincial governments The principles 
guiding the new settlement were , (l) The local governments must be 

given a more permanent interest m their revenues and expenditure. 
(2) The assignments to them must include a slightly smaller share of grow- 
ing revenues (3) The share of revenues assigned to each province sepa- 
rately and to all provinces collectively should bear approximately the same 
ratio to the provincial expenditure as the imperial share of growing revenues 
bears to the imperial expenditure t With some minor exemptions, the heads 
of revenue, which were wholly imperial, wholly provincial, or divided, were 
left in the same stage ; but the share given to provmces was altered in con- 
formity with the principles stated above. J As the aggregate provincial ex- 
penditure was found to be rather less than i of the total, and the aggregate 
imperial expenditure f, these proportions were taken as the basis for the 
division between the provincial and imperial shares of revenues. This 
change must take into account (a) the need of backward provinces, 
(6) the projects of special reform suggested by the supreme government, and 
( 0 ) the yield of heads of revenue which were wholly imperial or wholly 
provincial. 

These changes m principle were first applied in 1904, The old 
contracts of 1897 would have normally terminated in 1902, but they were 
specially prolonged to allow of these changes being made. The net result of 
the changes was, that in the four provinces with which the new settlements 
were then made, the imperial contribution to the provincial revenues was 


• Announcing the change in principles and arrangements in the Fmanotal Statement 
of 1904-05, the Finance Minister observed 

“ It IS evident that the Impenal Government cannot undertake any absolute obliga- 
tioa to maintain at all tunes a definite proportion between the share of increase of 
revenues, assigned to provincial administrations, and that which it is necessary to retain to 
meet the growth of Imperial expenditure, and it must always leserve the right to make 
a special, temporary, or more permanent reduction from provincial revenues, if the exigen- 
cies of State should require such measures It must also be borne in mind in apportioning 
shares of revenue to difierent provmces. that a larger proportionate assignment is required 
in the more backward provinces than in those which are older established or more 
highly developed " (Para 39) 

It must be observed that these two principles ate somewhat incongruous and in- 
consistent The clinging to the absolute preference to impenal needs is a survival of the 
past, Unked to the more intelligent principle of the needs of a province in the future. 

t See para. 211 of the explanatory IlemorandHtn to the Ftnanctal Statement of 
I^W-03. 

t The heads of revenue and the corresponding expenditure were to be shared — 

(1) In Bengal. United Frovinces, Bombay, and Madras, £ Impenal and one-fourth 
provmcial. 

(2) In the Punjab and Burma f Imperial and | provincial, 

(3) In the Central Provinces and Assam half to half, 
fara. 212. Ibid. 
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increased by Rs, 23,89,000 per annum.* Finally, in order tliat the local 
governments may start the new settlements under favourable conditions, the 
Government of India sanctioned the following initial grants, Bengal and 
Madras Rs 50 lakhs each. United Provinces 30 lakhs, and Assam 20 lakhs t 
The general principles of these arrangements were summed up by the 
Financial Secretary before the Royal Commission on decentralisation as 
follows ’ 

(1) The Government at India retains certain administrative services, which it is 
ineiipedient to hand over to provincial governments They, therefore, 
reserve the revemje fronj these sources, and such a sliare of other pilblio 
revenues as would sufiSoe for the ospenditiire falling on theiii 

(3) The remaining administrative services being entrusted to provincial govern- 
ments, each of them receives an assured income independent of the needs of 
the Government of India, and sufficient for the normal expenditure of the 
provmoe, 

(3) This income is given in the form of a defined share of tlie revenue vvhioh the 
local government collects, m order that the local government's resources may 
expand along vsith its needs, 

(4) As far as possible the same share of the chief sources of revenue is given to 
each province to ensure a reasonable equality in treatment, 

Under these arrangements the Government of India received the whole 
of the revenue from opium, salt, customs, mint, railways, posts and telegraphs 
and tributes from Native States, while registration fees and departmental 
receipts from police, education, law and justice belonged exclusively to the 
provincial governments. Land-revenue, excise, stamps, income tax and 
forests were divided between the two in stated proportions, generally equal, 


• The details are — > 

Rs, 

Bengal Provincial assignment leas by .. . . 5,00,000 

Madras „ ., more . 16,56,000 

United Provinces • . . 8,25,000 

Assam „ ,. . 4,08,000 


Total 23,89,000 


t In addition to these grants, special grants of Rs, 1,62,65,000 were sanctioned for 
1903-4 and distributed as follows — 


Province 

Grant for 
Education 

District Special 

Establishment purpose 
1903-4 190-1-5 

Special public 
objects 
1904-3 


Rs 

Rs. 

Rs 

Rs. 

Central Provinces 

2,00,000 

1,90,000 

3,00,000 

1,50,000 

Burma 

4,00,000 



3,00,000 

Assam 

... 1,00,000 

1,11,000 


1,50,000 

Bengal .. 

. 10 00,000 


50,00,000 

5.00,000 , 

U P 

. 5,00,000 

2.26.000 

3,00,000 

3,00,000 

Punjab 

4,00,000 

1,36,000 

20,50,000 

2,00,000 

Madras 

. . 8,00,000 

3.50,000 


3,00,000 

Bombay 

... 6.00,000 

3,50.000 

10,52,000 

3,00,300 

Toted 

... 37.00,000 

13,634)00 

87,02,000 

22,00,00Q 
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as also the receipts from the larger irrigation works,’ Minor irrigation 
receipts were made almost wholly provincial, as also those from civil biuld- 
ings. The di\ ided heads supplied the bulk of the provincial revenues. 

As regards expenditure, imperial revenues were made wholly responsible 
for those items of expenditure which were iq connection with the sources of 
revenue reserved for the imperial government, and provincial revenues were 
responsible for expenditure incurred v/ithm the province in connection with 
land-revenue, including district administration, registration, law and justice, 
police and jails, education and medical, stationery and punting, and provin- 
cial civil works. Charges in connection wrtfi stamps, excise, income-tax and 
forests w-ere equally divided, while the proportion of irrigation charges borne 
by each was determined bv the revenues. Scientific and minor departments 
administered by the provinces were charged to the provinces, as also the | 
Nativ e States under then control. Ecclesiastical charges and the bulk of the 
political expenditure were shouldered by the Imperial Government. As these 
charges of the provincial government were in excess of their revenues, the 
difference was made up by a fixed assignment under the land revenud. 
The ordinary revenues of the prov inces were supplemented in each case by an 
initial grant, and a special grant to carry out the reforms under the heads of 
police, education and agriculture. Finally, new arrangements were made for 
the relief of famine. Every year the Government of India set aside a specific 
amount, roughly equal to the famine liabilities of a given province on an 
average, to the ciedit of the province concerned, the sum thus reserved being 
subject to a maximum. When a famine did occur, the whole of this reserve 
might be drawm upon by the province affected, without touching its normal 
resources. If this credit did not suffice, the rest of the expenditure was to be 
divided equally between the imperial and the provincial governments, instead 
of being debited wholly to the latter. The imperial resources might be 
indented upon still further if the prescribed provincial balance left was below 
half its limit i 

If these settlements are examined carefully we would find that there is 
a distinct change of principle Instead of mere administrative convenience 
to the Imperial Government, the considered needs of the province regulate the 
amount of revenues assigned them f Instead of economy or retrenchment m 

* Irrigation receipts were first iiitiodnccd in connection with the settlement made 
with Bombay and the Punjab in 1605 As these prorinces had sofiered severely from 
plague, and their finances consequently in a chronic state of deficit, their settlements were 
relatnely more liberal The assignment was increased by 36 92 lakhs a year 
for Bombay, and 16 51 lakhs for the Punjab The provincial shares of divided 
revenues were so adjusted as to give a net rev'enue increment to Bombay of Rs S 55 lakhs, 
and to Punjab of Es 6 78 lakhs An initial grant of 50 lafhs was made to each 

Similar settlements were made vith the Central Frounces in 1906 and with Burma 

in WGS 

t See the Famine Insurance Scheme elaborated in the Financial Statement of 1907-8 
by Sir James Meston 

f '* The distribution of revenues between the provincial and central governments was 
made, except on occasions of grave emeigency, with direct reference, not to the needs of 
the Central Government, but to the outlay which each province might reasonably claim to 
incur upon services which it administered The first step taken in concluding a settlement 
was to ascertain the needs of the province and assign revenues to meet them, the residue 
only of the income of the province coming into the imperial exchequer” Report of the 

Commmion on ’PecentrabsaUon, 1999, 



ihe provincial heads of expenditure being regarded as the test of the succeS^ 
of the system, the extent of development in the heads affecting the welfare of 
the people like education and sanitation was an admitted factor determining 
the increase of grant The assignment was for all practical purposes 
peimanently fixed The supreme Government had, indeed, reserved their 
right to revise the settlement , but they had agieed to exercise that power 
“ only when the variations from the initial relative standards of revenue and 
expenditure ixere, ovei a substantial teim of yeais, so great as to result m 
unfairness either to the proxince itself, or to the Government of India, or in 
the event of the Government of India being confronted with the alternatives 
of either imposing general taxation, or seeking assistance from the provin- 
ces ” * The old complaint about want of continuity m provincial program- 
mes was to a large extent avoided undei the new arrangements The method 
of distributing the total revenues between the imperial and provincial 
governments showed that the imperial needs weie of second rate importance. 
The portion available for imperial purposes was taken m the shape of a share 
of a few of the main heads of revenue, called the “ Divided Heads ” But as 
the distribution of these heads could never be so adjusted as to yield to the 
province, besides the revenues fiom the sources wholly provincial, a sum 
exactly equal to then expenditure, equilibrium was brought about by means 
of fixed cash assignments, a deliciency being remedied b> an assignment to 
provincial revenues from the imperial share of the land revenue, and an 
excess by the reverse process The dav had not yet dawned when the 
provinces would be entuelv free fiom the controlling authority of the supreme 
goveinment, or from their penchant for interference in provincial administra- 
tion by suggestions, if not instructions, though, henceforward, whenever 
they made- new suggestions, w'hich would involve additional outlay by the 
provinces, they would contribute sufficientlv to tacilitate the execution of 
their suggestions The provinces were also not free to manipulate as they 
pleased their resources of revenue, as the geneial late of taxation was 
determined exclusively by the supreme Goveinment , but W'lthm the shares 
made over to them, the provinces obtained a degree of autonomy which was 
unknown befoie They could not alter the general trend of expenditure, or 
make any changes involving additional outlay of over a prescribed amount, 
except w'lth the sanction of the imperial government The provinces could, 
at most, only make suggestions. The imperial government could still issue 
directions. The imperial government could ahvmvs excuse themselves on 
the plea of their duty to look to the interests of all provinces alike, whenevef 
they felt disposed not to accept the suggestions mfide by a subordinate 
government. The provincial governments must carry out the instructions of 
the imperial government, particularly as the latter were always able to bade 
up their directions by specific additional grants As these grants were ear- 
marked for stated purposes in advance, the provincial governments could 
have no discretion in utilising them Altogether, the decentralisation of 
finance, as it obtained betw'efin 1901 and 1912, afiorded a spectacle of a 


' Ibid, 
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conflict between the old principle of observing the convenience of the 
imperial government and the new ideal of encouraging the development of 
the provincialised services. Public opinion m India was beginning to take 
up the cause of the latter, not so much from a diflferent conception of the 
governance of India, as from a belief that, with greater independence 
accorded to the provinces, the representatives of the people would be able 
better to check the smaller and less powerful provincial governments.* 

IX. — Permanent Settlements of 1912 

Before the Royal Commission on Decentralisation which reported in 
1909, the system of the quasi-permanent settlement of provincial finance was 
much criticised The chief points of criticism were i — 

(1) The system of “divided heads” was injurious to provincial 

development. 

(2) The piactice of fixed assignments made the system inelastic. 

(3) The spasmodic grant of lump sums was productive of unnecessary 

interfeience, 

(4) The various settlements showed great inequalities infer se 

(5) Powers of taxation and borrowing should be granted to the 

provinces. 

The first two are interdependent. As the needs of a province inevitably 
grow, any element in the local resources to meet these needs, which is incap- 
able of expansion, must inevitably tend to make the provincial finances 
disorganised. The system of making fixed cash assignments in order to bring 
about equilibrium in provincial revenues and expenditure represented just 
that element of rigidity which could be avoided only if the principle of 
“ divided Heads ” was abandoned, and its place taken by a surrender to the 
provinces of the normally growing heads of revenue sufficient to meet the 
growth in expenditure. It may, indeed, be conceded that, even under the 
existing system, as the revenues made over are capable of growing in equal 
proportion to the normal growth m expenditure, the existence of a portion of 
the Revenues which is inelastic will not matter a great deal. “ It is only 
when the normal increment of revenue falls short of the legitimate increase 
m expenditure that the fixed assignment becomes an evil and a danger.” f 
If the proportion of the fixed assignment to the total revenues in the hands 
of a province is unduly large, it shouldi according to the recommendations of 
the Decentralisation Commission, be converted into shares of growing 
revenues by gradually surrendering to the provinces the whole of the revenue 

* See Mr, Gokhale's evidence before the Welby Commission, and before the 
Decentralisation Commission He wanted Indian finance to be orgamsed on a federal 
baas 

I Resolntion on provincial^finanoe, dated 18th May 1913, No, 27 F,, para 5. 
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under heads which are now divided ^ So the Government of India agreed 
to these suggestions, and laid down rules for the conversion of the fixed cash 
assignments into shares of revenues.t 

The question of specific additional grants, which aroused so much 
acrimonious criticism at the hands of provincial governments before the 
Decentralisation Commission, originally arose because the Imperial Govern- 
ment insisted upon a scale of development by the provinces, which would 
have been inconsistent with the limited resources of provincial governments. 
The government of Lord Curzon had, contemporaneously with the settle- 
ments with the provinces, chalked out a grand programme of police and 
education reform, and agricultural efficiency, which required considerably 
more outlay than had been allowed for the settlements. As the central 
government were not prepared to upset their newly concluded settlements, 
the only means of accomplishing the projected reforms was to grant addition- 
al sums to the several provinces for specific purposes In course of time 
this expedient came to be generally adopted by the imperial government 
whenever they had a sudden unexpected surplus, which they did not 
want for their own purposes, and would not use for the reduction of debt or 
remission of taxation But wliether the specific grant was made to carry 
out a specially pet project of the imperial government, or to admit the pro- 
vinces into a share of unexpected prosperity, the central government always 
prescribed the objects for which alone the grant was to be used. "Tant pis'^ 
if the local governments could not see eye to eye with the imperial govern- 
ment as regards the importance of the object they selected to assist Since 
the provincial governments had, normally, no claim to such extra resources 
placed at their disposal by the bounty of the imperial government, the latter 
thought themselves justified in dictating the purpose to which alone the 
grant should be devoted. But this was regarded by the provincial govern- 
ments as including an unnecessary amount of interference from above into 
local affairs, which they resented all the more because they had no voice in 
determining the exact amount they received from these grants. The only 
justification that the imperial government could advance was that new Imes 
of policy were often pressed upon them by public opinion, or by the example 

* The Decentralisation Commissioa mentioned revenues from Eiicise and Forests 
as fit items iihich might be entirely proMncialised The Goiernment of India 
made the forests revenue and expenditure wholly provincial in the settlement of 1911 in 
all provinces excise revenue and expenditure were wholly provincialised in Bombay, and 
were made f provincial m the Central and United Provinces, vv hile the cash assignment 
was reduced m proportion to the growth in revenue from these changes. Other changes 
were that the land revenue was made half provincial m the Punjab, (ivluch also got 
half a share in the major irrigation works) and g in Burma See the resolution above 
referred to 

t The conditions laid down were — 

" Fixed assignments should be replaced by a share of growing revenue fa the follow- 
ing circumstances only — ■ 

{a) When an assignment is so large as to prevent the increiUeat fn revenue from 
keeping abreast of the legitimate and necessary growth of expenditure , and 
(6) when the financial outlook of the moment justifies the abandonment of tbs 
necessary amount of growing revenues in exchange for the reduction of fixed 
charges " Ibtd 
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of the more advanced provinces, which it became necessary for the supreme 
government to commend to their proi incial subordinates ; and as the latter 
could not carry out these sudden developments from their ordinary resources 
the “ system of doles ” became inevitable The only way to avoid ill feeling 
was to accept the lecommendations of the Decentralisation Commission — 

(1) "The system should not mvobe any gicatei degiee of interfeience by the 
central with the local goiernment than it piesent ensts 

(2) U he grants should be given with due regard to the 11 ishes of the provincial 

authorities 

(3) They should not necessarily be assigned for the same object in all the 

provinces "* 

The objection on the score of interprovincial inequalities was admitted, 
but could not be remedied, by the imperial government The fact that at 
the time of making the quasi-permanent settlements, some provinces were 
mote backward than the others ; the fact that in the past some provinces had 
received better treatment and consequently established a higher scale of 
expenditure , all showed the historical origin of the system. The inequalities, 
if any, were the result of the peculiar trend of development, rather than of 
any administrative paitialitv Besides, there was no satisfactory test of 
determining equality of treatment m the various settlements ^ The revisio ns, 
moreover, in the past, had favoured every time the weaker governments, and 
thus established a rough equity among tliemj “ Taking the administrative 
equipment as a whole, the Government of India found it impossible to believe 
that inequality in settlements had gone far enough to starve one province 
in its necessities in order to load another with luxuries ; and they considered 
It entirely unnecessary, in seeking a basis for permanency, to make any 
radical alterations m the existing settlements which have been evolved by the 
slow process of years.” f 

As regards the powers of taxation and borrowing claimed by the pro* 
vbcial governments, it must be admitted that without the liberty to tax 

* la connection with the " system Of doles ” the Bomba> Government had suggested 

that -** 

(a) The doles should not be made, but instead imperial taxation 1 emitted to an 
equal amount, to be relmposed if the provincial governments needed extra funds As 
there was no immediate prospect of remission of taxation, the imperial government did not 
Consider this sugestion 

(fe) Instead of doles a share of land revenue be granted to the provinces Tho 
Imperial government agreed though this point was covered by their decision regarding the 
fixed assignments 

(c) Entire discretion should be giv en to the provincial governments as to the 
appropriation of these grants The supreme government could not admit that the employ- 
ment of the grant should, except in rare inslances, be left to the discretion of the local 
Government which receives It While they could readily agree to abstain from critical 
inquiry into the objects to which a dole is applied, they held that the Cases in which it 
would be necessaj-y to specify the general purposes of the assignment would be the rule 
rather than the exception When, for example, considerable sacrifices have been incurred 
In order to raise monev for education, they could not contemplate with equanimity its 
expenditure upon hospitals or bridges " Resolutton on Provint-tal Finance, 18th May 
1912, para fi. • ^ 

t Ibid, para, 7. 
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their local citizens, provinces cannot alwaj’S meet the discrepancy between 
revenues and expenditure without depending on the imperial government for 
aid. (. Well might they urge that, for a country like India, the imperial gov- 
ernment could command veiy few taxes which would be suitable for all 
parts of the country equally; and even when they were, their incidence must 
necessaiily differ between provinces^ Thelibertv, if given to the provinces, to 
tax then own subjects will go a long way to correct inequalities in the ta^C 
burdens, which the common taxes of the central government must necessarily 
involve There may have been justification in the past when the local 
governments did enjoy powers of local taxation, within certain limits, for 
objects of local improvement. The old provincial rates, which have now 
ceased to exist, were abolished, not because they were remnants of provincial 
taxation, but because in conformity with their general policy of relieving land 
of all miscellaneous burdens, Government had decreed their abolition, On the 
other hand, there would be grave dangei in conceding the right of taxation 
to the provinces, as it might quite possibly stimulate unwelcome provincial 
rivalries ending in fatal jealousies. So long as the Indian Government 
remains fundamentally an u responsible bureaucracy, it would be politically 
inexpedient to grant these powers to irresponsible bodies of bureaucrats, 
.'The existing control by the Government of India is the only safeguard against 
an unjustifiable increase in the burdens of the people, Until, therefore, the 
advent of responsible institutions, there was nothing to be gamed by a 
relaxation of the existing statutory authority of the supreme government ; 
and, accordingly, the Decentralisation Commission suggested no change.* 
(The powers of borrowing, if conceded to the local governments, were felt 
to be a menace to the success of imperial loans, as they both had the same 
market to tap^ If the provincial governments needed extra funds for pro- 
jects of great local utilrty, the imperial government w ere prepared to grant 
them overdrafts — temporary loans from their own balances. But access to 
the open market for purposes of local borrowing they refused altogether, 

Under these rules the settlements made after 1911 were declared to 
be permanent. The governing condition was that a local government must 
not budget for deficit, unless it can satisfy the Imperial Government that 
the excess of expenditure was due to a special non-recurrmg cause. If the 
deficit involved a reduction of provincial balances, suitable arrangements 
must be made to bring them up to the prescribed minimum. If all the 
balance of a local government was exhausted, and an overdraft made upon 
the general balances, the overdraft was treated as a temporary loan subject 
40 interest at a prescribed rate, and repayable m Such instalments that 
the supreme government might direct In future the interference of the 


’■‘They fully recognise that such taxation J3 a necessary corollary of a fully 
decentralised system of finance, but pending the development of such a system, they 
consider that no useful purpose will be served by m attempt to define its proper scope or 
to lay down the critma vvluch it should satisfy rmancial autonomy for the provinces, if 
and when it arises, must carry with it the power of taxation " Kesolutipn of May IS, 
1912, para. 1? 
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Government of India would be restiicted to the corrections in divided heads 
and the totals ot revenue and expenditure The extraordinary receipts of a 
provincial government must not be applied to ordinary expenditure, or to 
the repa3 ment of a loan for extraordinary purposes, but only to such non- 
recurring objects or public works as the local government may determine 
upon with the advice of their council In framing the provincial budget the 
attention of the government of India must be diawn to the existence of such 
special items and the use made of them. 



CHAPTER II 


Provincial Finance under the Mont-ford Reforms 

I. — The System in 1920 


We may now examine the salient 

Heads of PrOiincial Imperial 

Revenue Shares Shares 

Rs. Rs 

Land Revenue 17,48,86,500 16.49,10,000 

Opium 4,58.13,000 

Salt 5.87,16,000 

Stamps 4,37,70,500 4,06,86,000 

Excise 13,15,59,000 5,04,40 500 

Prov Rate 5,17,500 1 500 

Customs . CO 02,86,000 

Inoom fax 3,47,07,000 16 81.15 500 

Forests 1,75,06,500 27,s5 5U0 

Registration 84,90,500 85.505 

Tributes 91,99 500 

Interest 50,76,000 4 91,85 000 

Post & Telegraphs 8,57,53 000 

Mint 1,93,48 000 

Courts 63,29 500 3 15 000 

Jails 43,36 500 12,07 500 

Police 18,36 000 93,000 

Ports IS, 82 500 

Education 47,53 500 1,14 000 

Medical 15,51 000 21,000 

Sanitation 33 000 1,66 500 

Agriculture 21,84 000 1.92 500 

Scientific 32,68 500 1.21 500 

Superannuation 12,85 500 20 73 000 

Stationery 9,07,500 6 60.000 

Exchange 1,60 00 500 

Miscellaneous 30,42 000 1,36 42 500 

State Railways 19 500 30 83 09 000 

Subsidised ,, 22,65 000 

Irrigation ,. 4,36,42,500 3,88,36,500 

Public Worts 38,98,500 79,500 

Military Receipts 2,33,09.500 

Total 55,44,31,000 1,29,93,81,000 

diture, the figures are — 


1. Direct demands on Reienne .. 

2 Interest 

3 Posts 8. Telegraphs 

4 Mint 

5 Cn il Department 

6 Miscellaneous Civ Charges 

7 Famine Relief 

8 Railways 

9 Irrigation 


details of the system as it was on 
the eve qf the constitutional reforms 
in 1920 The marginal table shows 
the distribution of provincial and 
imperial revenues. These figures 
are taken from the budget of 1919- 
20. They show that the aggregate > 
pro\ incial revenues were about 30 
p, c of the total, or 43 p c. of the 
share of the impeiial revenues. The 
heads which is ere wholly imperial 
weie opium, salt, customs, tributes, 
post, mint, exchange, and military 
receipts, railways are also largely 
imperial Civil departmental re- 
ceipts and those fiom public works 
seem to be largely prov incial. The 
Divided Heads were land revenue, 
stamps, excise, income-tax, forests, 
registration and irrigation, as also 
the miscellaneous civil receipts. 
Out of the total principal heads of 
revenue, the provinces get 44'25 
crores, while tlie Imperial Govern- 
ment gets about 75 mores. In the 
total the provinces also got a grant 
of 2 72 mores from the imperial 
balance. On the side of the Expen- 

Prov incial Imperial. 

Ks, Rs 

11.18.59.500 5,75,11,500 

47,17,500 ll,17,15,SpO 

6,87,03,000 

42,67,500 

29.49.70.500 7,00 75,500 ^ 

4.32,40,500 4,84,95,00izf 

. 42,55,500 1,82.80,5 xM 

1,200 21,70,21,' 

. , 3,34,15,500 64.17,/' 
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Of the total gross e-ipenditme of 0123,964,000, the provinces boie 
jf38,606,700 or 31“', including 66". in the collection charges and other direct 
demands on revenue, 77i p c, of the civil departmental charges, 47 p. c of 
of the miscellaneous civil chaiges, 19 p c of the famine lelief charges, and 
86 p c of the civil buildings and roads chaiges The imperial government 
bore all the chaiges for the army, the debt, communications, and a small 
portion of the charges of the geneial civil administiation. 

The following table gives details by provinces . — 


Madras .. . . 

Bomba', . 

Bengal 

United Provinces 
Punjab 
Burma . 

Bihar and Orissa 
Central Proimces 


Rs 

1,96,54,400 

4.61.26.000 

3.66.02.000 

2.58.66.000 

2.23.35.000 

1.42.54.000 

1.45.04.000 

1.29.04.000 

39,25,000 


Hs 

8.51.18.000 

10.10.97.000 

6.78.14.000 

7.81.86.000 

3.70.95.000 
0,24,56,000 

3.25.89.000 

3.21.07.000 

1.63.83.000 


Rs 

34.30.000 

27.30.000 

48.69.000 

29.17.000 

17.55.000 
It, 44, 000 

20.99.000 

12.24.000 
6,48 000 


Rs 

9.60.68.000 

10,36,55,000 

7.70.62.000 

8.53.36.000 

6.02.28.000 

6.63.50.000 

3.76.52.000 

3.50.98.000 

1.76.31.000 


Rs 

1.21.59.000 

4.62.98.000 

3.22.23.000 
2,10 13,000 

2.09.57.000 

1.18.04.000 

1.15.40.000 

1.11.37.000 

38,25,000 


Total 19,61,75,000 53,33,45,0002,11,36.000 57,91,00,000 17,15,56,000 

The next table shows the growth in provincial revenues and charges 
during 20 years — 


Year, 


1899- 00 

1900- 01 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 


Revenues 

Rs. 

22,55,32,733 

23,49,26,706 

25,10,95,497 

24,87.50,983 

27,42,84,849 

26,02,66,420 

28,59,34,827 

32,51,62,149 

32,76,15,794 

36,25,78,569 

37,60,81,158 


Expenditure 

Rs 

22.22,31.058 

23,18,90,025 

24,86,47,449 

24,31,11,032 

26,94,31,673 

25,58.86.290 

27.43,91.517 

31,46,58,685 

34,29,33,578 

37,25,33,708 

36.26,70.625 


Year 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 
_ 1917-18 

R E 1918-19 
B E 1919-20 


Reienues. Expenditure 
Rs Rs. 

40,23,26,688 37,34,08,657 
42.89,58,927 41,44,22,673 
49,85,11,026 43,08,00.270 
46,48,36,763 46,90,80,061 
45,58,30,312 48,88,82,595 
46,61,07,363 46,41,43,270 
43.54,46,240 44,94,86,707 
50.28,76,687 47,19,90,863 
53,89,00,000 52,27,96,000 
55,44,81,000 57,91,00,000 


• The lolloping are the figures for the post-reforms years — 


Year, 


1921- 22 

1922- 23 

1923- 24 

1924- 25 


Revenues. 

Rs. 

70,43,03,736 

75,73,85,238 

78.85,09,389 

81.28,18.032 


Eipenditure, 

Rs 

79.16,23,556 

77,23,38,522 

76,09,28,660 

78,40,69,723 
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II.— The New Reforms and Decentralisation of Finance 

The final stage in the evolution of the decentralisation of Indian finance 
was reached m the proposals for constitutional reforms submitted by the 
Secretary of State and the Viceroy in 1918, and fuller details thereon worked 
out by the dispatches and legislation following The Report on Constitu- 
tional Reforms frankly assumes an entirely different standpoint, " and makes 
Its proposal accordingly. The old idea of the central government being 
maintained in all its strength and piestige, enunciated so emphatically by 
Strachey in the seventies, and echoed as late as 191 1 by Lord Hardinge’s 
Government in the celebrated Delhi dispatch, seems to have— if not been 
abandoned — weakened perceptibly, and its place taken by the new ideal 
of provincial autonomy As finance is the keystone of the arch of respon- 
sible government, it is no surprise to find that almost every shade of opinion, 
which at all protesses to support the growth of responsible government 
in India, demands financial independence for the provinces and the entire 
separation of the resources of the central gorernment from those of the 
provinces. The first requisite foi such a separation is the abolition of the 
existing system of '"Divided Heads” of revenue, and all the attendant 
troubles of making a proper division and avoiding too much interference 
on the part of the Government of India, looking to the needs of more back- 
ward provinces, etc! The argument, that the inevitable precariousness 
of the most important heads of revenues is verv considerably neutralised by 
spreading the risks over the different provinces under the system of divided 
heads, was not considered sufficiently strong by the authors of the report 
to upset then whole scheme. ( f the most important divided heads, —land 
revenue, stamps, excise, income tax and irrigation, — the reforms proposals 
make land revenue,! judicial stamps, excise and irrigation W'orks wholly 
provincial, leaving general stamps and income tax to be w holly Impenal.l 
• "We start \Mth a change of stand point It provincial autonom> is to mean any- 
thing leaf, clearly the provinces must not be dependent on the Indian Government for the 
means of the provincial development Existing settlements do indeed provide for the 
ordinary growth of expenditure, but for anv large and costly innovations, provincial 
governments depend on doles out of the Indian surplus Our idea is that an estimate be 
first made of the scale of expenditure required for the upkeep and dev elopment of the 
service^ which clearlv appertain to the Indian sphere, that resources with which to secure 
this expenditure should be secured to the Indian Coxernment , and that all other revenues 
Should then be handed over to the provincial governments " Para 201, p '130 of the report 
title most considerable heads divided between the central and the provincial 
governments weie land-revenue, excise, stamp income ta' and irrigation The report on 
the constitutional reforms recommended the abolition of the divided heads 

{The kleston Committee on financial relations had allowed the general stamps 
revenue to be also provincialised, leaving income-tax to be an entirely imperial head In 
the final arrangements, the Government of India has conceded to the Bombay Presidency 
the income tax receipts in so far as they exceed the standard collection of 1919-20 in that 
head and a further concession has been wrnng since 1924 

§ As regards the provincial section of the land revenue.it was urged that suefi a 
course would involve a deficit for the Government of India But the report meets this 
plea by charging famine and irrigation expenditure on the provincial governments The 
authors of the report could not but see the advantages of land-rev enue being provincialised, 
since It plav3 such an important part m district administration The report adds— "But 
It 13 just because divided heads are not regarded as merelx a financial expedient, but are, 
and so long as they survive will be, viewed as a means of going behind the provincial 
governments to the Government of India that we feel sure that they should be abolished.” 
(Para. 203, Ibnl.) 



Famine expenditure* was to be charged on the provinces, each province, 
liable to famine, being required to make allowance for this item on the 
basis of its past liability The amount thus set aside must not be spent on 
ordinary purposes, but may be used to swell the balances or for some 
defensive purpose If the distress should be too great for provincial re- 
sources, the Government of India may intervene , but their aid should take 
the foim of a loan, permanent oi temporary, according to the needs of the 
moment. I 

If these proposals were adopted, the Government of India would 
be faced with a deficit, and the report decided to meet the deficit by 
“ fixed contributions from the provinces ” On the basis of the budget 
figures for 1917-18 the report calculated that after all the divided 
heads w^ere abolished, and piovision made for irrigation and famine 
expenditure in the provincial budget, the piovincial surplus would be 
Rs. 1574 crores, while the imperial deficit would be Rs 13 63 crores 
“ We would propose to assess the contribution from each province to 
the Government ot India as percentage of the difference between 
the gross provincial revenue and the gross provincial expendituie."J 

•"We have, imleed, been told that income tax is merelj the industrial or pio- 
fessional complement of the land levenue, and that to provincialise the latter while 
Indianising the former means givinb those provinces v. hose wealth is predominantly agri- 
cultuial an inilial advantage ovei a province like Bombay " Cut the authois of the Repoit 
saw the mcoiivuneuces of piovinciahsing income tax for the sake of uniformity of rate as 
well as for not doubling the ta’- on enterprises registered in one province and earning their 
mcome in another They held that equality of treatment as between difierent provinces 
must be judged on the whole settlements, not individual items of levenue 

f Para 204, Ibtd 

II " We agreed that m fixing contributions it vvas undesirable and unnecessary to 
pay regard to the growing revenues of the provinces We agreed also that the contribu- 
bons should be of fixed amounts We saw that equality of contributions was impracticable, 
because we have not a clean slate In “^pite of the variations in income which result from 
the permanent settlements in some aieas, stereoljped scales of expenditure have grown 
up, which makes it useless to attempt any theoretic calculations on which an uniform 
contribution from the provinces could be based " (Para 206 ) 

} The following table, given in the leport, para 206, shows the amount that the 
difierent provinces would have to contribute if the principle gi.en above were accepted — 



(/» lakhs of 1 ttpets) 



Provinces 

revenue 

Gross 

expendi- 

surplus 

Contnbu- 

Net 

provincial 

surplus 


Rs 

Rs 

Rs 

Rs 

Rb 

Madras 

13 31 

8,40 

4.91 

4,28 

63 

Bombay 

10,01 

9.00 

1,01 

88 

13 

Bengal .. 

7,54 

6,73 

79 

69 

10 

United Provinces 

11,22 

7.47 

3.75 

3,27 

48 

Punjab 

8,64 

6,14 

2,50 

2,18 

32 


7,69 

6,08 

1,61 

1,40 

21 

Bihar and Orissa 

4,04 

3,59 

45 

39 

6 

Central Prov luces 

4,12 

3,71 

11 

36 

5 

Assam . 

1.71 

1.50 

21 

18 

3 


On this the Government of India in their first Report Despatch observe — "When 
we look at the result, however, its equity is obviously liable to attack From Madras we 
shall be levying nearly five times as much as from Bombay , and from the United Piovmces 
nearly five times as much as from Bengal " They accepted this principle of contribution 
at all because " no other device v.ould leave each province with a surplus of its own, and 
consequently no other device is open to us ” Para 61 of the Disnatcb. 
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This manner of obtaining contributions is open to severe objection in that 
it makes the contributions of the different provinces so utterly unequal 
and without any correlation with any intelligible principle of the wealth or 
taxable capacity of each province. It is true that such a system was the 
one then m existence, though in a heavily disguised foim , but that would 
be no answer to the plea that a responsible government should try to pay 
Its way in the first place. The authors of the Report recognised the weak- 
ness of their position in this respect, and promised a more detailed con- 
sideration by the first statutory commission. The Government of India 
later on suggested that the first contributions be declared to be only 
provisional pending the evolution of the standard equitable contributions. 

In consonance with the general scheme of the Reforms, the Report 
conceded the ngh^ of taxa ti on to th e piovinces, as w'ell as tlie power of 
borrowing. With the provinces thus made independent of the Government 
of India, the latter could not be saddle 1 With the financial solvency of the 
provinces If the schemes of provincial development were not to be stilled 
for want of funds, the power of additional taxation was a necessary corollary 
But that provincial taxation was not to conflict wuth impel lal taxation, it 
would be necessary to specify wliat objects the provincial authority might 
tax, and what others the supreme Government might tax. The Report gives 
a certain number of reserved subjects for taxation to the provinces, and 
makes the Government of India a so rt of a residuary lega tee for the rest t 
Within the scheduled list, the piovinces would be free to tax, subject to a 
veto on the part of the Government of India, to whom, therefore, the pro- 
posal w'ould have to be forwarded in sutlicient time to see if it trenches upon 
their own preserves. Outside the listed subjects, too, the provinces might 
tax, provided they obtain the previous sanction of the Government of 
India - 

" But this sanction would be withheld only i£ the prapo->al trespassed on Indian 
heads of revenue to an undue extent, or if the tax was a new one, and the 
central government itself contemplated imposing it as an all India tax , or, if 
the proposals were, m the opinion of the Governni' nt of India klely to lead 
to undesirable consequences winch would affect its ov n responsibihlj "} 

* " We recommend that the initial contributions should be iccognised as tem- 
porary and provisional, and that steps should be taken as soon as possible to fn a standard 
equitable scale of contributions ” Letter of the Government of India, dated March 5, 
1919, para 61, Cmd 123 of 1919 

In any case the determination of the paying capacity of a province is far from 
easy All that we can say with assurance at present is that we cannot justify the per- 
manent retention of the criterion proposed in the Report, and that, after full inquiry, a 
standard scale should be fixed 

t Commenting on tins proposal of scheduling certain subjects for taxation at the 
hands of the provincial governments, the Government of India observe, in the Reform* 
Despatch already referred to " We suggest that in that category there may be placed 
Succession duties, taxation of the unearned increment on land , taxes on advertisements, 
amusements, and specified luxuries , and generally any supplement to revenues which are 
already provincial such as land cesses, higher court fees, increased charges for registra- 
tion, and enhanced duties upon articles on which the excise is not regulated with reference 
to the tariff schedule ’ ' Para 92 

} Report on Indian Constitutional Reforms, para !\ 10 . 

59 ' 
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The borrowing porrers rveie proposed to be given, under much mote 
stringent conditions It rvas, of course, impossible altogether to deny these 
powers, particulailv when the reforms proposals imposed the burden of 
irrigation and famine charges upon the piovincial Governments , but the 
Report lequired the po wers of borrowung to be ordi narily e xercised through 
the Government of In dia, a nd the distuhutiQa -aiLl|]£jnQIie^s, t hus rais ed 
must be made 'Gy'the Government of India, or by a comn iitlse consisting of 
representativer^rTEeT’rovincial as well as the Central Governments It is 
only when this course was considered to be inadequate for the needs of a 
province, which nevertheless hoped to influence the money market by a direct 
appeal that a province was allowed access to the money market Even then 
it must obtain the approval of the Government of India for the terms of the 
loan and the rate of interest, and observe certain prescribed rules.'*' 

The final touch of financial autonomy of the provinces was provided 
by the suggestion that the balances of the prgv incia l government s be no 
longer under the iigi d control of the Government o f India ; and that the 
existing ruhs about mmimurn "balances, 'deficit” ''Bucige t^ 
abrogated The^GovernrnSit ofTndlirflaTtnnhen provided the In'S? from 
which the local governments made loans These provincial loan accounts 
were to be removed to the sphere of provincial governments. The Govern- 
ment of India should be paid the balances due to them from the various 
provinces, or the debt be funded and interest paid thereon The only control , 
if it can be so called, of the Government of India in the matter of balances 
after 1920, wo uld be as. regard s the accumulation of fam me assignments o f 
the otovinces . or the further drain upon their Balances" by the provinces. 
This last IS only a control by way of previous intimation, so that the Govern- 
ment of India might know what to expect in the event of some grave all- 
India emergency like a war 

III — The Meston Settlement 

The standard, equitable contribution from the piovinces, however, had 
yet to be determined , and it was for that purpose that a special committee, 
presided over by Lord Meston was appointed to advise on • — 

" (a) the contributions to be paid by the various provinces to the 
Central Government foi the financial year 1921-22 , 

' ‘ ‘ The demand for entire liberty to borrow we cannot possibly accept The 
narrow Indian market, strained as ft will be by the coming demand for development in all 
directions, will have to be carefully nursed by us, and we cannot afford to be embar- 
rassed by unrestneted competition from or among the provinces . . So far as it is 

possible, we should endeavour to refrain from queshonmg the discretion of a province, and 
It will probably be helpful to lay down certain general rules For example, priority would 
inev itably be given to a loan required for famine purposes, or to finance what is techni- 
cally known as the provincial loan account It might tdso with propriety be laid down 
that a province is not to borrow except for capital purposes, t c , for obtaining a per- 
manent asset of a material character In the case of unproductne debt the establishment 
of sinking funds should also be prescribed ” First Reforms Despatch, para 62, 

The first considerable instance m which the powers of taxation and borrowing were 
simultaneously exercised by a provmcial government, involving a direct appeal to the 
local money market, was that of the Bombay Government for purposes of the city develop- 
ment The loan was for 9 crores, which v as subscribed by that presidency exclusively. 
The tax was imposed on cotton btfles imported and consumed within the city The Bombay 
Government would have been better advised had they selected increased land and tuildmgs 
values foe taxation, along with certain articles of luxury, like motor cars, cmema films, etc. 
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(b) the modifications to be made in the provincial contributions 

thereafter with a view to tlieir equitable distiibution until 
there ceases to be an all-India deficit, 

(c) the future financing of the provincial loan accounts ; and 

(d) whether the Government of Bombay should retain any share 

of the revenue derived from income-tax ” 


After mahing certain small readjustments, both on the revenue as well as on 
the expenditure side of the consolidated national accounts sheet,” the 
Committee proceeded to tackle the main problem batore them The total 
central deficit, after making the adjustments they had suggested, was 
calculated by them to amount to Rs. 9 8306 crores The report on constitu- 
tional reforms had considered and rejected several alternative bases for fixing 
this provincial contribution to make good the central deficit, ultimately 
adopting and recommending the basis of lealisad suiplus in each province, as 
indicating, in a measure, the excess of resources over the necessity of spend- 
ing. Provincial authorities, however, complained,— and not without a show of 
reason, — that what the authors of the Refoinis Report had assumed to be their 
realised surplus was in reality no better than a masked deficit By disclosing 
the exact contribution to be made by each province after 1920-21, the 
arrangement would make each province feel most keenly the burden, which, 
perhaps, previously was never perceived as a burden Moreover, if there 
were initial inequalities as between the provinces, — and there were such 
inequalities, — the basis of realised surplus cannot but stereotype these, and 
make it increasingly more difficult to justify them Provinces urged the plea 
of their having been virtuous m war tinae, and piactisad strict economy, that 
gave birth to the surplus which the Reforms proposals had in effect suggested 
should be confiscated, and the Meston Committee felt themselves utterly 
unable to question arguments like these. Apart altogether from the fact that 
the basis of realised -surplus made too much of what w'as really a mere 
accident of budgetting, and assuming that abnormalities could be all cleared 
away before fixing such a basis, and a normal surplus agreed upon, there 
would be no guarantee that what was agreed upon as a normal in any given 
year should continue to be the normal in all subsequent years 

" The best argument,” savs the 'VIestoo Coninutlee, " for the basis of the realised 
surplus was that, wben originally recommended, it did recognise existing facts, 
that it appeared to leave all the provinces collective!) v ith improved finances 
and each individual province with a surplus, and that it pioceedcd upon the 
piinciple of cieatiiig the minimum of financial disturbance iii lutioducmg the 
reforms scheme ’ (laragraph 13 Ibid) 


But without accepting tliese arguments, the Meston Committee const- 
dered that the advantages claimed by the authors of the R eforms Report for 


* We have already referred to their suggestion about piov mcmlising the revenue from 
general stamps and may here refer to the recommendations about the Burma md'tary 
police, which they suggested should be considered a central item to the extent of 2/3 , and the 
Pensions and Leave charges paid m England shoald be distributed between the two go.erit- 
ments according to the immediate service of the mdivul^l concerned Cp Paragraph 16 
of the Meston Committee Report. \ 
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their scheme could be secured as e£fectively by another method. Even on 
the basis of the original proposals, the provinces, the Committee aigued, 
gamed considerably in spending powei or revenue resources ; and the gain 
would be further mcie.ased if their proposals about provincialising the revenue 
from coninieicial stamps weie adopted This met ease in revenue resources 
or spending povei, they estimated, aggregated Rs IS 50 crores ; and as they 
assumed that these additional resources of the provincial governments were 
obtained at the cost of the Imperial Government, they thought it but just and 
proper that the latter should obtain some relief towards then own deficit from 
those who had benefited by their liberality. The Committee summarised 
their findings and recommendations regarding their own alternative basis of 
contribution according to the increased spending power in the subjoined 
table I . — 


ProMnee 


Ivtadras 

Bombay 

Beugal 

United Provinces 

Bihar and Orissa 
Central Provinces 


{Figwes are tn Lakhs of Rupees) 


Increased Contribution Increased 

spending power recommended spending 

under new by the power left 

distribution of Meston after 

revenues Committee contuimtion 

Rs Rs Rs 

576 348 228 

93 56 37 

104 63 41 

397 240 157 

289 175 114 

246 64 182 

51 Nil. 51 

52 22 30 

42 15 27 


The Committee considered their scheme had overwhelming specific 
advantages, inasmuch as the increased spending power was a mere by- 
product of the constitutional reforms, which had no reference to the intrinsic 
merits of the financial arrangements subsisting, nor had it been arrived at by 
any consideration of the financial needs of each province. In the general 
process of devolution,-— a purely political and not a financial impetus,— 
the provinces obtain increased command of resources which the central 
authority finds itself compelled to resume, at least in part, and pending the 
complete rehabilitation of its own resources so as not to make even this 
much deduction. Besides, there is another side of the shield, which the 
Committee had no difficulty m pointing out that even if the central 
government were not obliged to make this deduction for their own needs, 
the provmcial governments will not bs all ready all at once to absorb ad- 
vantageously the whole of this increased spending power , the more a province 
had gained in spending power, the greater was the chance that all its 
increment could not be laid out profitably all of a sudden Finally, though 
the Committee was frankly not considering the needs of the provinces, as 
measured by the avenues of profitable employment o f funds which had 'till 
t Paragraph 17 Meston Report ” 
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then been kept blocked owing to the greater pressure of war-needs, in the 
actual parcelling out of the burden, it did not altogether overlook even 
this consideration In the case of Burma, for example, recognising that the 
province had until then been relatnely neglected by its government from 
the point of view of material development, and that schemes already under- 
taken were, for the moment at least, moie imminent as sources of increased 
expenditure than as means of increased revenues, whatever the ultimate 
fate might be, they fixed the contribution of that piovmce at only 6i?o of the 
deficit In the case of Bihar and Orissa, again the Committee realised 
that* “ the local government IS quite the poorest in India, and very special 
skill will 'be required in developing its resources Heavy initial expenditure 
lies in front of what is still a new province , and there is a wholly abnormal 
want of elasticity about its revenues. We cannot advise that any share 
of the deficit should be taken from Bihar and Orrissa in 1921-22, and we 
expect that the province will bs sufficiently burdened by having to workup to 
Its standard ratio of contribution in the same period as the rest of India ” 

The contributions thus fixed for 1921-22 were obviously unequal 
infer se , for Madras, the United Provinces, and the Punjab contributed 
35i%, 24i%, and 18%, respectively, or 78 per cent among them of the total 
imperial deficit , while Bombay gave 6i% and Bengal 5i°o. The special 
reasons for this were found by the committee in the facts that in Bombay 
the scale of expenditure was much higher than in any other province, and 
that therefore the relative increment in its spending power was insignificant; 
that its people contributed, through customs and income-tax indirectly, a 
much greater share of their wealth to the national exchequer than the 
peoples of other provinces, while, 111 the case of Bengal, the Committee had 
to recognise that though its scale of public expenditure was low', its revenues 
were inelastic, and it had obtained comparatively a poor addition to its 
spending powers under the new regime. 

Having fixed the contribution for 1921-22, the Committee had next 
to determine the standard contribution from each province. This they 
did in terms of the percentage of the central deficit , and, after giving 
the best consideration they could to all the factors involved and with due 
regard to the material at their disposal, they laid down the following propor- 
tions as the standard, equitable contribution to be made by each province 
towards the central deficit, of an aggregate of 9 83 crores — 


The Committee ■ 


Pro\ ince 


Madras 

Bombay 

Bengal 

United Provinces 
Bunna 


contribu- 
tion to 
deficit 


17 
13 
19 

18 
9 


e, indeed, fully aware of the gravity and com- 
Percent plexity of the task 
Proiince ‘^'tronto them. The 

deficit ideal basis for distri- 
Bihar and Onssa 10 buting this burden of 

Central Piov luces 5 central deficit 

they rightly held, 

Total . too could be fixed if the 


Meston Report, para. 18 


t 
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total contribution of each province to the central exchequer was made 
proportionate to the capacity of each. Cut the factors determining the 
taxable capacity were all but incalculable, certainly on such’ information as 
the Government of India could supply Still, allowing for everything, the 
Committee came to the figures given above , and they further safeguarded 
their findings by observing — 

" Tins, in our opinion, is the ratio which the provinces should m equity be called 
upon to contribute after an interval of tune sufficient to enable them to adjust 
their budgets to the new conditions Wo further recommend that the interval 
allowed for adjustment should not be unduly prolonged The initial ratio 
which we hare pi oposed is a practical necessity, but the provinces which 
will be called upon to pay theieunder more than they should pay In equity, 
ought not to be required to bear that burden for a longer period or to a greater 
ertent than is lequired to prevent dislocation of the provincial budgets We 
propose, therefore, that contributions should be made on the standard ratio 
to any deficit that there may be in the seventh year of contribution, and that 
the process of transition from the initial to the standard ratio should be con- 
tinuous, beginning m the second year of contribution, and proceeding m six 
equal annual steps "* 


The initial, 
following table t,- 

intermediate, and ultimate 

proportions are given 

Year 

in the 

Pro Vince 

First £ 

Second. 

Third 

Fourth Fifth 

Sixth 

Seventh, 

Madias . 

35J 

324 

29J 

26i 

23 

20 

17 

Bombay ... 


7 

8 

94 

104 

12 

13 

Bengal . . 

. oi 

8J 

lOi 

124 

15 

17 

19 

United Provinces 

. 24J 

23J 

22i 

21 

20 

19 

18 

Punjab 

IS 

16J 

15 

134 

12 

104 

9 

Burma 

. 6i 

Ci 


64 

64 

64 

64 

Bihar S, Orissa 


li 

3 

5 

7 

84 

10 

Central Provinces 

2 

2i 

3 

34 

4 

44 

5 

Assam 

- M 

li 

2 

2 

2 

2 

24 

This settlement, known 

in our 

financial history as 

the 

Meston 

Settle- 


ment, aroused a storm of protest the moment it was announced. Every 
province, whether plundered or preferred, thought it had good reason to feel 
aggrieved against this arrangement , and the Joint Committee of Parliament 
considering the Government of India Bill were obliged to recommend . — ' 

"That there should be granted to all provinces some share in the growth of 
revenue from taxation on incomes so far as that growth is attributable to an 
increase in the amount of the income assessed That in no case should the 
initial contribution payable by any piovince be increased, but that the gradual 
reduction of the aggregate contribution should be the sole means of attuning the 
theoretical standards recommended by the Financial Relations Committee " 

' On this recommendation is based the Devolution Rule XV, which 

says ^ 

* Report, para 28, Financial Relations Committee 

t " It should be observed that if the Government of India fulfil their announced 
intention of gradually wiping out their deficit, against any increase m the proportion which 
a province will be called upon to contribute fiom year to year, there will be set off a reduc- 
tion in the total to be contributed Ibid para 29 



" There shall be allocated to each local gorernment a share m the mcoine- 
ta': collected under the Indian Income Tax Act, 1918, within its jurisdiction. 
Tlie share so allocated shall be three pies on each rupee brought under assess- 
ment under the said '\ct, in respect of which the income-tax assessed has been 
collected The number of pies to be specified shall be so calculated as to yield 
at the outset to the local governments collects elv a sum amounting as nearly 
as may be to dOO laths ’ 

Rule XVII then gives the contributions for 1021-2^ as recommended 
by the Meston Committee, and Rule XVIII provides — 

" From the financial year 1922-23 onwards, a total contribution of 083 lakhs, or 
such smaller sum as may be determined by the Gov enior-Gencral-in Council, 
shall be paid to the Governor General in Council by the local governments 
mentioned in the preceding rule When for any year, the Governor-General-in- 
Council determines as the total amount of contribution a smaller sum than 
that payable foi the preceding year, a reduction shall be made in the confn- 
buttons of those local governments only whose last previous annual contnbution 
exceeds the proportion specified below of the smaller sum so determined as the 
total contribution , and any reduction so made shall be proportionate to such 


excess • 




Madras 

ir/OOths 

United Piovinces 

18/90ths 

Bombay 

13/90ths 

Burma 

6i/90tbs 

Bengal 

19/90ths 

Central Provinces 

5/90lhs 

Punjab 

9/90ths 

Assam 

. 2i;90tbs 

These arrangements were also 

not universally satisfactory , and the 

Government of India hax'e 

had to 

placate one province, 

Bengal, by a 


remission of its contribution for a period of 3 years in the first instance, and 
again for a like period , while in anothei case further concessions than those 
contemplated by the reforms proposals of the Meston Committee, or even the 
Joini Committee have bad to be aSToided. The provinces aie, of course, 
even now far from satisfied , and they have more than semblance of reason for 
the case they have never ceased putting up before the central financial 
authorities The conference of finance ministers, which has now become 
an annual feature, has, almost exery time it was convened, considered this 
matter in one form or another ; while hardly a budget debate m the country 
but has had its crop of regrets, or recriminations against this scheme. 
The root evil, of course, of the whole situation is the continued defi- 
cit in the central budget. In the y'ears immediately following the in- 
troduction of the new regime, theie was a glow mg deficit, which was 
very miserably sought to be concealed by undue optimism m estimating 
revenue at the time of budgetting New taxation did not help to 
fill the breach, until after 1923 , while such retrenchment as was then 
.thought of did not suffice to undo the deficit The patience, resourceful- 
ness and deliberate policy of the present Finance Minister of India, parti- 
cularly m regard to the artificial appreciation of the current com of the 
realm, not to forget the windfalls that he has been luckily favoured with, 
have at last resulted, smee 1923-24, in wiping off the deficit , and though 
the provincial contributions could not all be remitted or even reduced all at 
once, the option was possible for the first timvl in 1925. The antagonism 



sought very skilfully to be created between the industrial and agricultural 
provinces of India, by holding out an option between the reduction of salt 
duty (increased previously) and the remission of a part of the provincial 
contributions was hardly graceful, not to say politic , but such as it was, it is 
but one beacon to light the way to an era which all may be hoping for but 
none dare budd upon m the present state of the finance of India. 

IV — The Present Financial Position in the Provinces 


The existing position may 


Budget for 1935 - 26 . 


Name of the Pi ov nice * 


Total 

Revenue 


Rs 


Madras 

Bombay 

Bengal 

United Provinces of Agra 
and Oudh 
Punjab 
Burma 

Shan States Federation 
Bihar and Onssa 
Central Prov inces 
Assam 
Coorg 


16,51,79,100 

16.10.40.000 

10.54.74.000 

12,82,41,720 

10.77.34.000 
10 40,09,000 

5.43.88.000 

5.56.58.000 

2.44.31.000 
15,55,000 


Total 89 34,24,400 


now be summed up with regard to the 
financial condition in the 
several provinces The 
marginal table gives the 
total revenue and the ag- 
gregate expenditure charg- 
ed to Budget m the seve- 
ral provinces according to 
the Budget estimates of 
1925-26 The aggregate 
shows a small collective 
surplus, though individual 
provinces still continue to 
show a deficit The figures, 
however, relate only to 
the provincial revenues, 
and do not include any 


16,22.20,800 

17.05.91.000 

10.77.01.000 

11,83,19,136 
10 81,56,000 

10.37.22.000 

5,68,51 000 
5 59,13,298 
2,40,84,000 
14,50,000 


part of the imperial taxes or other income collected within their jurisdiction. 
Efforts and experiments have been made in individual piovinces, like Bombay 
or Bengal, to add to their local revenue resources by fresh or undeveloped 
taxation, such as a tax on advertisements or an increase m the court fees 


stamps. But the absence of the handsome contribution which has still to be 
paid by almost all the provmces cannot but make itself felt.t 

• These figures have been compiled from the Indian Year Book. 1926 
t Provincial contributions first began to be reduced in the budget of 1925-26, when 
Sir Basil observed — The Government of India therefore piopose that 74 lakhs out of the 
surplus of 3 24 crores should be kept in hand as a margin against possible disappoint- 
ments or misadventures during 1925-26, and by way of security against any deterioration 
m the position of central finances in 1926-27 , that the remainder of the surplus, namely 
2J crores, should be devoted to the reduction of provincial contributions and should 
be applied in accordance with the order of priority between the provinces definitely 
established under the devolution rules , and that in addition the contribution of 63 lakhs 
due from Bengal should be remitted for a further period of three years The province* 
entitled to a share in the 2J crores m accordance with the devolution rules are 


Madras contribution 348 lakhs reduced by 126. 
United Provinces „ 240 „ „ „ 56 


Phmjab 

Burma 


„ 175 61. 

„ 64 .. 7 

(Para 80 of the budget speech 1925-26) 


In the next budget, 1926-27, a furtjier reduction of 125 lakhs— also to the same provinces— 
was made making a total of 438 lak as In alt. 



if we would include all the collections of revenue — central or pro- 
vincial — in every province ; if we would try and obtain some idea of the 
exact burden of Government borne by the citizen in each provmce, the 
official publications provide no help. The following tables from the 
present writer’s Wealth and Taxable Capacity of India may, however, 
serve the turn, 



Revenue raised In the various provinces ol British India for Central as well as P 
Account according to the Pevised Estimates for 1923 - 24 * 
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These tables attempt to give as near a picture as possible under the circuinstancs of the exact burdens of the state 
borne by the citizen in the seveial British provinces. The details of that burden are shown in the next two tables which 
represent the revised estimates of 1924-25, and are compiled from an Indian OfEce pubhcation, dated 26th May 1 925, and 
giving the consolidated figures of all the several provinces as also of the Government of India, 


Revised Estimate of the Revenue Department of the Oovernment of India in India and in England for 1924-25. 



Revised Estimate of the Revenue Department of the Qovernment of India in India and in England for 1924-25 



Total Expenditure charged to revenue in the several provinces, according to the Revised Estimates of 1924-5. 








Total Expenditure charged to revenue in the several provinces, according to the Revised Estimates of 1924-25 
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V,— Critique of the Indian system of Federal Finance 

We have now completed a si etch in outline of the evolution and 
present sj stem of federal finance, as it is conceived and practised in this 
country It lemams now to consider such points of obvious or imperceptible 
criticism which have been urged against the system from one point of view 
or another At the outset of such a discussion, howevei, it would not be out 
of place altogether to mention some of the difficulties m the way of a proper 
planning and smooth working of federal finance in this country, which are 
only too often ignored at the cost of unspeakable confusion and misunder^ 
standing of the whole problem On the one hand, we have not to write on 
an absolutely clean slate, where the constiuctive financier would be at perfect 
liberty to design what system he pleases, in accordance with whatever ideald 
of collective life he may liave adopted On the other hand, we have not the 
dictating might of those hoary old traditions, which have so become embed' 
dad in the life and consciousness of certain peoples, — like the Germans, for 
example, — that to them the task of demarcating between the central 
sources of revenue and those reserved for the constituent states offers nO 
difficulty worth mentioning , for the same have been marked out and accepted 
beyond question or criticism by the sheer weight of centuries old tradition. 
In India, the provinces have come into being, historically speaking, and 
been consideied as independent political entities, only very recently. The 
supreme, central government was in existence long before the provinces 
began to function as independent governments. Even when they did begin 
to so function, they acted simply as agents or representatives of the central 
government, with neither an independent will nor an independent policy of 
their own. The fact, how'ever, that the central government had delegated 
certain functions to the provinces, and assigned certain revenues for 
the discharge of those functions so that, m course of time, this delegation 
was gradually, constantly, progressively wndened, has created a traditionj 
an implication of policy, that the ancient overwhelming position 
of the central government will never be restored , that any changes m 
the future must be in the direction of further strengthening of the 
provmcial position , that the association of the peoples of the soil, the 
beginnings of real self government and effective ministerial responsibility) 
must be made in the more limited theatre of provincial goveftamenti 
This last has, since the declaration of August 1917) been definitely 
engrafted upon the political consciousness of the Indian people ; and the goal 
of a federation of the provinces and states of India is now so definitely 
adopted by every shade of public opinion in this country that the question of- 
a'proper lay out of the financial resources and obligations between the several 
self-governing units of the federation will be a mere feature, an incident, of the 
entire problem of introducing self-governing institutions in Indiai 

The problem has thus insensibly, but materially, changed in the fifty odd 
years smee Lord Mayo put forward his first instalment of decentralised 
finance. \V» have to-day io consider not a purely financial problem, 
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considered on the strictly exchequer grounds of balancing the budget in both 
the central as well as the provincial governments ; but the very much larger 
question of reconciling the new ideal of self-go\.einment and populai respon- 
sibility of local ministries with the old and by no means effete notion of 
admmistrative efficiency and of material development simultaneously in all 
provinces, so that there might justly be said to be a common standard of 
economic welfare all over the Indian Empue This last is a consideration 
whose far-reaching ramifications and complications ha\e \et to be realised 
fully by the Indian authorities as well as by then critics. If public finance, 
if governmental expenditure and the power of taxation, are ever to be used 
as an effective w'eapon to promote the material well-being of the governed, 
we cannot be content merely with establishing a budgetary equilibrium in the 
provinces. The provinces of British India aie the creations of mere 
administrative convenience Hardly any of them shows those forces of local 
integrity or solidarity, which the states in otliei fedeiations, that have been 
in existence even before the federation came into being, display Lacking m 
any such principle of internal cohesi\eiiess and integiity, the proxinces have 
been entrusted with obligations and resources that have no intelligible coi- 
relation with the intrinsic requirements of the provincial life and ambitions 
Moreover, since not all provinces aie equally developed, or even capable of 
identical lines of simultaneous progress and development, their possibilities 
of new revenue resources are also unknown and unrealised. And yet the 
insistent, inesistible demand for local autonomy as the only means for an 
effective self-expression of each such people federated in the vast entity 
known as the Indian Empire, will not permit that the watchful might of a 
common central government, supreme as it will be solicitous, should be 
retained to ministei to the developmental needs of each province. The 
political and the financial pioblems thus interact and mould each other into 
an almost insoluble complexity hile every trace or vestige of supreme 
control, or even connection merely in the form of contributions for specified 
ends, is apt to be resented as unwanantable interference, the abandonment of 
each province to its ow n devices 13 more than likely to precipitate several 
provinces into lociai inefficiency, if not absolute insolvency. On the other 
hand, any system m which the piovinces w'ould have to contribute towards 
the support of the central Servnces, however limited that support may be, is 
bound to appear in the light of sheer w'astage m the provinces ; and it would 
be the height of political imprudence, if not iiimrovidance, to leave the central 
authority merely as a provincial pensioner, v' 

It was this tangled skein which the authors of the Constitutional 
Reforms had addressed themselves in the first instance to umavel ; and fail- 
ing them, a specially appointed committee was told oft* to dischaige the duty. 
But neither could provide a universally satisfactorj solution, The basis of 
realised surplus, or even of increased spending power, adopted by each of 
these bodies respectively, was alike objectionable, inasmuch as in neither had 
due consideration of the taxable capacity of^ each province been given 
61 
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an} thing like its ytopev impoitance , while the demands of future development 
w eie utterly ignored These demands, however, cannot be always ignored 
The conlheting aims of tax-reduction and social reform must also be 
reconciled in India as a whole as well as in the several provinces individually. 
The ohitci diLia ot the Indian Taxation Enquiry Committee to the effect that 
tlieie IS no ideal S}stem of duision of sources of taxation between imperial 
and state governments does not carry us any further It merely emphasises 
an old difficulty W'hen it refers to almost the impossibility of so dividing the 
revenues as to give to each Government resources which will suffice for its 
needs, and yet effect a fair distribution between all the participants 
concerned * Hence, while accepting such obvious generalisations as that 
W'here an ideal scheme of absolute division is not possible, a system of 
dividing tlie tar pioceeds would be preferable to that of subsidies, we cannot 
give any further consideration to the findings and recommendations of this 
Committee, for the simple reason that they do not carry us any further at all 
In the solution of the main problem In fact, their reasoning m many speci- 
fic cases of taxation and its distribution reads extremely retrograde, at 
least from the point of view of evolving a scheme that w'ould guarantee a 
sufficiency of resouicesfor efficiency of administration to the provincial as well 
as the Imperial Government For to hold that the revenue from commercial 
stamps IS more properly a central source is to ignore entirely the needs of the 
provinces ; and as for considering the income-tax, the restrictive excise duties, 
export duties and probtte duties to be m the nature of balancing factors, is to 
Ignore altogether the real nature and probable effects, social as well as finan- 
cial, of these several sources of public revenues m India.t The Committee, 
however, lender the task of their critic very much easier by refusing to make 
out a complete scheme of division, since a radical revision of the Meston 
Settlement they do not consider to be within the scope of their reference ; 
and. automatically, therefore, the reconsideration of the Devolution Rule XV 
has to be referred to that body which has to reconsider basically the existmg 
scheme of revenue and expenditure distribution. 


... ... neceE-=ary to point out that there is no system generally accepted as 

the fheor^etically est System of taxation, and as Sir Josiah Stamp says, there is no country 
in which the whole system of taxation is logically worked out from Hrst principles 
Similaily, there Is no Federal Government in which the distribulion of the taxes 
between the Federation and the States that compose it fs based upon considerations of 
pure theory Para 505, op cit p 365, 

.t " t P^ration of sources is decidedly the best, if a scheme can be discovered 

Under which the allotment of certain sources to the Imperial, and certain others to the 
btates Governments gives each a revenue adequate to its needs, and at the same t,mp pffprta 
a fait division between the Stales " Ihtd Para dll 

■f''To=umup It will be seen that, of the faxes so far examined, import duties 
and revenue excises are necessarily imperial, land revenue and irrigation and fe®, which 

include judicial stamps, are necessarily provincial , that, in the Committee’s opinion, non- 
judicial stamps and the excise on country-made "foreign" liquor ought to be transferr^ 
from Provincial to Impenal, and that the whole of the revenue from opium might well be 
transfer^ similarly , anil that other possible balancing factors are afforded by the export 
^herteslrictiVL excises, aid the f rebate duty, but that the Committee do not 
Wgtad the use p£ these as desirat^e if it can be avoided ” Ibid para 527, 
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VI. — A Solution 

The problem has thus resisted so far the attempts made to solve it, 
Unless we appioach it from a direction wholly new, it is probable no satis, 
factory solution will ever be attained. It is useless, and now impossible, 
to view it as merely a matter of balancing, or striking' simple arithmetical 
equilibria. We must consider the question as an integral, indispensable 
factor in the entire schema of Indian polity moving towards the goal of perfect 
provincial autonomy, without dismembering oi uprooting the central hegemony 
and imperial unity or national solidarity A complete separation of finances, 
both on the revenue and on the expenditure side, without a link or a hyphen, 
must be postulated as the sme qua non of any possible and satisfactory solu. 
tion, On this basis tlie desire of the Imperial Indian Government to prescribe 
and enforce some common standards of administiative efficiency and material 
development in all the several provinces will have to be abandoned, not be* 
cause it IS questionable, but simply and solely because it is outside the scops 
of the duties and ability of the central government The national obliga- 
tion of defence, and, to some extent, of the maintenance of national credit, 
at least in so far as the debt hitherto incuned is concerned, are obviously and 
unavoidably the central functions, which must demand corresponding 
resources to be discharged. The study of the details of the central as 
well as the local finance, unfolded in these pages, does not lead us to the 
conclusion that the present figures of expenditure on those heads are the 
absolute iireducible minimum that we must go on spending on pain of 
forfeiting our very right to national existence There is ample room for 
economy in these directions still , and until that is tiied and given effect to, 
the central government advocate insisting on the present figuies as the stand- 
ard and the minimum of its needs w'ould inevitablv be exposed to the ]ust 
suspicions of provincial ministries The resources primarily to be pledged 
for the discharge of the central functions above named are already wiihin the 
powers of that government, vis the profits of the means of transport and 
communication. Public ownership and enterprise in these directions is 
capable of infinite expansion , and the surplus therefrom, instead of being 
used up in blind extension of these means of transport without any thought of 
their need or utility, might well meet a fair proportion of the needs of the 
state as thus defined. There would, indeed, be still left an uncovered 
balance, even if the railways and the post office aie made to vield the utmost 
farthing of profit they are easily, naturally, capable of \ lelding. Assuming 
the total central needs of the defence and debt sei vices, and othei unavoidably 
pommon central departments, to demand a total of 100 crores net per annum, 
the railways and the post office even when, expanded and developed as 
herein suggested can barely supply a fouith from their net surplus. 
Profits of the paper currency reserve, which may w ell be inx ested, as to 
the fiduciary portion, in Indian Government securities to the largest 
proportion if not entirely, may account for another 5 crores, while banking 
development m the hands of the state, and as st 3 .te owned enterpi ise, might 



484 


be easily made to contribute double that amount to the central revenues.* 
Centralised banhing, even with suitable blanches, might conceivably be 
objected to by the provinces, and even by the more considerable municipali- 
ties ; but while the national credit maintenance continues to be a central 
obligation ; while currencv remains a central function, there will be ng 
insuperable difficulty in inducing such ciitics to co operate m evolving a 
luorfas oiuendi, which will be equally serviceable to them as profitable to 
the central government. The balance can, we think, be made up from the 
customs revenue alone. All the other items will then fall upon the pro- 
vinces, who will also have the rest of the sources of revenue. Inequalities 
in the burden of taxation as between the several provinces ought, in that 
case, to be no more than an index of the varying standards of provincial 
wealth and development in the different places, which need occasion no em- 
bairassment oi anxiety to the imperial government. Only, such questions 
of vast social reform, as, for example, the total prohibition of intoxicating 
drinks or drugs , or the ledistnbution of burdens between the payers of the 
direct taxes and those of indirect taxes, will have to be tackled by common 
consent and agreement on a unifoim line of attack, but the results will have 
a significance lather social than financial The provinces, in a scheme of 
division on this principle, will have a net expenditure among them of soma 
125 to ISOcrores, of which the land revenue and irrigation charges, rearranged 
and redistributed on more equitable basis, would account for 45 crores, 
while the income tax will bring m anothei 30 croies at least Stamps of 
all kinds and the fees proportioned to the services rendered would account 
for another 20 crores, while forests and other provincial industrial enterprise 
will help to complete the century The balance must be left to be made up 
by penal excises, like that on intoxicants, or restrictive duties such as 
those on tobacco , departmental receipts, and minor souices of taxation 
such as advertisement tax, amusements tax, and, if necessary, succession 
duties on real and personal property, which must be regarded in future as 
the mainstay of the major projects of social reform. 

In this arrangement, such objectionable taxes, as that on salt or even 
the foreign-borne profits of our opium monopoly, are not included, the 
implication being that they are abandoned, or retained only as extraordinary 
somces to be used in an emergency They will both then be central sources 
of revenue, and may be maintained even at the start as at present, or with 
some reduction, until the profits from state enterprise come up to the 
standard above assumed. On the expenditure side, the scheme assumes 
fuH effect being given to retrenchment in salaries and establishments, 
wherever possible, by every device, including the substitution of Indian 


* Thii ideal doe^ not seem to find favour with our present gavernmcnt, since their 
latest attempt towards the institution of a new type of bant in India resorts to the private 
capitalist to subscribe the share capital The Reserve Bant now proposed, — even more 
than the Imperial Bank of India,— ought to be an entiiely state concern , for the functioiis 
entrusted to it are vital to the veiy/eMStence of the country 
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for non- Indian agency, in all the departments of the state in India ; while 
extension of work in such directions as public instruction at all stages and 
in all branches to the highest level, or sanitation reform, or economic 
development would absorb more than all the economies resulting from the 
above. We have accordingly provided for provincial budgets expanded by 
50 per cent, to 67 per cent, on the present level There is no other scheme 
which will, I think, give as great a satisfaction as the above. 



PART VII 


Financial Organisation ; 
Machinery of Control and Audit of Accounts 


Until 1920, financial organisation and control, in tha sense that it has 
developed in England, v as conspicuously absent in this country Our Govern- 
ment had till then remained, in form as well as in feeling, an alien autocracy, 
which could not be made responsible to the wishes of the people without 
endangering the supremacy of the foreign element The expenditure of 
Indian revenues, therefore, did not obev the wishes of those who paid for 
tha public service, because there was no organisation to form, express, 
and enforce the real Indian opinion on the subject At the time that the 
government of the country was brought under the British Ciown, it was felt 
that the disappearance of the Company’s buffer— powerless as it had been m 
the past effectnely to prevent a misapplication of the Indian revenues— would 
leave the Indian tax payer entirely at the mercy of the absolute government 
established m the country , and so at that time precautions were adopted 
in the deed of transfer against any abuse of authority, in matters financial, 
to the prejudice of the Indian people. In practice, however, these pre- 
cautions, as IS shown below, proved inadequate to prevent the evils they 
were designed to avoid ; with the result that, after sixty years of direct 
British rule, India still remained without any effective machinery for the 
control of its financial administration in the interests of her people. 

I. — The Control of the British Parliament 

Of the measures adopted for safeguarding Indian interests, none was 
considered to be so strong as the supreme control of the British Parliament. 
In particular, it had been specifically provided that the revenues of India 
should not be employed, without the consent of Parliament, for aggressive 
purposes beyond the frontiers of India * But, during sixty years of its 
supreme power, Parliament was never able to check the militarist and wasteful 
tendencies of the Indian Government If we would judge the mother of 
Parliaments charitably, we would say that on each occasion the outbreak of 


‘Section 55 of the Government of India Act, 1858. provi Jed that " Except for 
preventing cr repelling actual invasion of Her Majesty's Indian possessions, or under other 
nuddeti and urgent neoessitj, the icveanes of India shall not, without the consent of both 
Houses of Parliament, be applicable to defraj the expenses of any military operation carried 
on beyond the external frontiers of such .possessions by Her Majesty s forces charged 
n^n such revenues " Tins section was practn.aUy reproduced m s. 22 of the Government 



military operations was so manoeuvred, that Parliament was eitter 
led to believe that the use of Indian forces and revenues outside the frontiers 
of India was necessary to prevent a threatened invasion of India , or, more 
cleverly still, that it was too late to interfere, and, therefore, the best course 
was to grant the required consent. ' On the other hand, if w e are inclined 
to be critical or censorious, we would sav the British Parliament never bad 
sufficient leisure or intelligence to judge clearly of such distant issues as were 
involved in the Indian frontier pohcv , or, harder still, that the collective 
representatives of a nation of shop-keepers could never find it m their hearts to 
refuse a proffered help, or to allow themselves to be entangled in the struggles 
m which an alien dependency was to rum itself Besides, the saving clause 
in the Act was specially confined only to expenditure on military adventures. 
It had nothing to do with civil expenditure, which could be, and was 
manipulated freely by the Indian Government without the Parliament ever 
knowing anything about it For one thing, it had no opportunities of dis- 
cussing Indian questions i And even if a small clique of members could find 
time to raise a debate on Indian financial questions, the official represen 
tative of the Indian bureaucracy in Parliament could either silence the 
mal-contents by a show of superior wisdom and inteiior knowledge, or, as 
more frequently happened, by setting representatives of English interests 
against these hardy champions of India. I 

But even if these things had been otherwise, if Parliament had reserved 
more opportunities of discussion, had more members competent to discuss, 
more time to spare, it is not at all certain that Indian finance w'Ould have 
been effectively controlled in Indian interests § The utmost that the Bri- 
tish Parliament can do with advantage to India and ciedit to itself, is to see 
that in India, Indian interests and Indian representatives get fair play in 
purely Indian questions ; and that outside India, that country 's interests are 
not sacrificed to the wider issues of, the Empire or world politics. 


* This 13 not the fate of India alone The executive can force the hands of Parlia- 
ment even in England since foreign aflairs are piactically beyond the purview of 
Parliament The logic of accomplished facts is often irresistible, how ev er erroneous it 
may be 

t Until the Montague Chelmsford reforms, the expenditure of the India Office was 
defrayed out of the Indian revenues, and so Parlianient could not raise disuusaioii on Indian 
questions at any moment when the Hi Use v.ou'd be full, and attention close Since 
1920, that great evil may be said to be over \ portion of the India Office chaiges, 
including the salaries of the Secretary and Under Secretary of State for India, is now 
charged on the British eetimates, and is liable to be di-cussed as any other departmental 
estimates in the British Parliament The bulk of the India Offiv-e charges and the 
expenditure of the Government of India in England stdl fall on India, and are practically 
immune from any scrutiny or criticism by the people's representatives in Indu or in 
England 

1 Particularly in Connection with the outlay' on railways as against that on irriga- 
tion works 

§ Indian opinion before the Welby Commi sion desired to obtain direct Parliamen- 
tary representation for India The present day opinion seems to hav e understood the 

futility of such a concession, even if it \ms accorded, with leference to the special object 

in view. A much more effective solution would be found in the control of the pubhc purse 
by the people’s own representatives in this country ttseif 



ll. — The Secretary of State for India in Council 


The responsible head of the Indian administration in England is the 
Secretary of State for India — a British cabinet minister. Theoretically, like 
the entire British cabinet, he is responsible to Parliament, and may be 
supposed to control the public finance of India under the salutary dread of 
parliamentary criticism In reality he has no such dread. Until very 
recently, his salary and the expenses of his department were not borne by 
the English exchequer, and could not, therefore, be criticised by Parliament. 
His Council, — originally intended to be a conclave of men experienced in 
Indian affairs, forming an independent, advisory body, has since 1869-74 
come to depend more and more on the Secretary of State. They have no 
independent information, no means to bring to book a too absolutist Secre- 
tary of State. They are divided among themselves by the system of com- 
mittees, and are working under the terror of the Secret Committee The 
Secretary is a member of the British cabinet, a leader of the House of 
Commons, a favourite, possibly of the British people If he differed from 
the Council, he spoke with all the weight and authority of a cabinet mmister, 
all the aplomb of the man who knew he had the ear of the public while 
his opponents had not. He could not defend them before Parliament, and 
could have his policy vindicated by the ready sufferages of his party's 
majority Under the circumstances, the minister tended to be the 
absolute master — the only controlling power in the administration of 
India. 


III.*— The Government of India 

But the Secretary of State for India suffered from two great dis- 
advantages. He had no personal knowledge of local Indian conditions, no 
contact with Indian opinion, no intimate interest in Indian questions His 
office was only a step in his career, that did not depend necessarily upon the 
credit he gained m that office. He was, moreover, at a distance from the 
country of whose destinies he was such an absolute master. The govern- 
ment on the spot had all the advantages which the Secretary of State lacked. 
They could confront him with the same inexorable logic of accomplished 
facta, w’hich frequently served to Involve the Parliament lU a course of 
policy adopted without its previous concurrence. The political wisdom of 
not detracting from the authority of the local powers made the responsible 
minister often unwilling to mterfere m Indian matters, even when his own 
judgment would not support a particular course. The d& facto authority 
to' control Indian finance was, therefore, the Government of India. Cora- 
plaints as regatds the control of Indian financial administration 
not that the Government could not control, but that it would not and did non 
Aa the head and embodiment of the bureaucracy, it mtist support the bureau- 
cracy. The legislative Councils had no power to vote or veto the budget, 
though, since 1909, they were given the right to discuss some of its items and 
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ofifer a few recommendations.” The minister in charge of Indian finance wdS 
a member of the Indian Government, and necessarily suffered from all the 
disadvantages incidental to the constitution of that government He had 
neither the power nor the sanctions that his prototype — the Chancellor of 
the Exchequer — can command in England + The spending departments 
were not only independent of him , they had as much access to the head 
of the government as he had, and could make him adopt their point of view 
more easily than the finance minister could + He could not contend always 
with success, single-handed, and without the support of the public opinion 
constitutionally expressed in the council behind him, against the combined 
pressure of the spending departments. He had, under the Indian system, 
no means of knowing in advance, much less of restricting, any proposed 
increase in the expenditure of a great department. He could sometimes, 
carry his point by the support of the Secietary of State ; but there wms no 
means of direct communication between them, no regular system of appeal 
on disputed points.§ The only items of expenditure he could economise m 
used to be the provincial expenditure, which, howevei, meant a loss of the 
barest means of necessary impiovement to the country 

All these authorities were, therefore, unable, for a variety of reasons, 
to exercise effective control over Indian re\enues and expenditure. The only 
means to achieve such a control lay in the grant to the Legislative bodies in 
India of a complete power of the puise, as regards the revenues and expends 
ture subject to their jurisdiction 


♦The right to move the resolutions m the council on fmanc.ial topics was shorn 
of all its possibilities by the provision of a standing official majority in the supreme council 
No resolution could pass the council which the government did not hie And even if 
itoassed. it was not incumbent upon the gooernroeiit to gue effect to the resoluliun 
The only value of the right lay in the oppoitunity it afforded to express disapproval of 
a nartioular course adopted by the government, an expression of a pious wish on the part 
of the non-offioial public, and the moral pressure \ hith an cepression of opinion might 
create Since the Reforms of 1920, a part,— a very limited part, of the total Dudget of the 
Government of India is made voteable by the Indian Legislative Vssewbly Eut the with 
drawal of a large amount of expenditure from general discussion,— except lyirtue of a 
frail convention and precedent,— is distinctly retiogiade, not to nientioii the power of 
certification reserved to the Governor-General for the passage of the pudget over the heads 
of a refractoiy Assembly 

+ *' In India the revenue authorities are not concentrated in Calcutta as they are 

m London and they are not subject to the financial member as the English revenue autho- 

are subject to the Chancellor of the Exchequer The financial member, therefore, 
cannot command expert assistance at the head quarters m the same degree as the Chancellor 
of the Exchequer ” Welby Commtssiott Rcpait, para 55 

1 Said Sir A Colvin in his evidence before the Welby' Commission, " Smmi the 
'events of 1885 and the establishment of the Russian powei lu Central Isia, the balancs 
of mfluence between the financial member and other members of the cuimcil, more 
Bsoeciallv. I should say, the military members, has been raclicalh disturbed b> the very 
er^t ^eponderance being given to military considerations ' Bv the decentralisation of 
finance Ae Viceroy’s influence was removed from inteinal questions to those of foreign 

affairsandthearmy.and, more often than not, he too was inclined to side with the latter 

if and when the Finance Member diflered from them 

S A suggestion wasoncemade by Sit A Colvin to provi.li snoh a syatein, but u would 
be injurious to the true interests of India by removing tli^ conliollim; authority to London, 

62 
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IV, The Montagu Chelitisfoid Reforms and the Indian Budget 

The Constitutional Reforms of 1920 made no material change m this 
respect Parliament still remains the sovereign authority for controlling 
financial as well as other aspects of the general policy for the Government 
of India , hut there is no reason to believe that the institution of a Standing 
Committee or decennial commission'' will enable Parliament to take any more 
real interest m Indian affairs than it has done in the past.1 The occasion 
will no doubt be provided for discussion of Indian affairs by transferring the 
salary of the Secretary of State to the British Estimates , but unless we can 
be sure that the members of Parliament would have more time to devote to 
such abstract questions, or more intimate knowledge, we must continue to 
be sceptic as to the ability of the British Parliament effectively to control the 
expenditure of the revenues of India. Besides, there is always present, 
inevitably, the possibility of suspicion in the Indian mind whether the control 
exercised by Pailiament, even if effective, would really be in Indian interests 
exclusively The real Government of India must be m India, and the 
control must also emanate from India While India is a member of the 
British Empire, the utter abolition of Parliamentary control is, of course, 
out of the question. But the admission of the necessity of Parlimentary 
soveieignty does not bind us to accept the will and power of Parliament 
effectively to control Indian finance in Indian interests. There is, in fact, 
a grave danger, should Parliament take, not a national, but a partisan view of 
Indian financial or fiscal questions There was, therefore, a fundamental 
defect in the Reform scheme of 1920 from the standpoint of financial control. 
It made the Government of India responsible to Parliament, not to the 
people of India, for the peace, order and good government It made over a 
fair proportion of the local revenues and expenditure to the control and 
direction of ministers supposed to be responsible to the local legislature, but 
Spoiled the whole arrangement by the suspected and suspicious device of 
keeping certain heads of expenditure, certain departments of Government, 
reserved in the hands of non-responsible members of the provincial executive. 
It permitted a certain measure of popular control over a small proportion of 
the central Government budget in the Indian Legislativ e Assembly ; but at 
• tVe recommeod, therefore, that the House of Commons be asked to appoint a 
Select committee on Indian affairs at the beginning of each session Such a select committee 
Would exercise Us powers bj informing itself from time to time upon Indian questions, and 
by reporting to the House before the annual debate on Indian est mates Like other select 
coramittees, it would have no admmistrative functions The Secretary of State would 
appear before it to answer questions about those aspects of Indian, administration in which 
he. and therefore Parliament, continued to exercise the right to interfere.. There would 
thus soon grow up a body of men m Parliament who took a continuous and well informed 
interest in Indian questions , and by the committee s reports the House of Commons would 
be- invited to focus their attention in the debate on the Budget on matters of importance ' 
which had arisen during the year ” para 295 

+ As betv.cen the Select Committee and Decennial Commissions of inquiry, the 
latter must necessarilj be of secondary interest from the point of view of continuous 
attention to Indian questions But the Commission wonld resuscitate an old expedient under 
the Company’s rule, — the periodical Parliamentary Commission of inquiry on Indian affairs 
Judging from the good these twenty yearly inquiries are supposed to have done m financial 
matters, theit. is reasmn to hope that the new commissions may also prove fimitful in their 
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the same time it carefully neutralised the entire concession, not only by the 
institution of a second or revisory chamber with very considerable powers of 
approval, if not of initiation, in the department of finance , but also and more 
particularly by specifically entrusting the extraordinary power of overriding 
the decision of the Assembly to the Viceroy, on the convenient excuse of 
maintaining the peace and tranquillity of the country. This device of the 
Viceroy certifying, and theieby passing, a budget thrown out by the Assembly 
IS by no means a dead letter, as such extraordinaiy powers have become m 
other countries. These provisions may be a necessary stage in the political 
evolution of the Indian constitution ; but while they obtain, they cannot but 
prevent the materialisation of affective popular control, ' 

The Government of India are, therefore, the effective controlling 
authority in Indian finance ; and they are not responsible to the Indian 
people It is true, the Government of India have a Legislative Assembly 
in which the official majority no longer prevails But in all essential matters 


the Government of India retain their absolute power The Viceroy has the 
right, as before, to veto measures of the Legislative Assemblv, and to pass 
his own measures by means of Ordinances In exceptional cases, an official 
majority can be called into being, if necessary, to carry out the wishes of the 
Government of India over the heads of a dissentient majority m the Legisla- 
tive Assamblyt though this exceptional procedure may not be applied m the 
• The power was used, in fact, steadily, in part or in the gross, by the Governor- 
General since 1924 In the provincial governments, the vetoing of grants for ministerial 
salaries in Bengal and in the Central Provinces led to a suspension of the Reforms in those 
provinces after 1924 An excellent study of the rules and precedents governing the pre- 
paration, passage and execution of the central as well as the Proa incial budgets, as also 
the budget of certain departments like the railways, is provided by the monograph of Mr 
P, K Wattal, called “ The System of Fmancial Administration in Bntish India " 

The forms and the appendices, containing rules of devolution and procedure, are 
by no means the least important or instructive portion of the work, which is the production 
of a man intimately conversant with the technique and procedure of budget making in 
India, and a scholar acquainted with the similar practices in the other countries of the world 
t " What we seek is some means for use on special occasions, of pKcmg on the 
Statute book, after full publicity and discussion, permanent measures to which the majority 
of members in the Legislative Assembly may be unwilling to assent \Vc seek deliberately, 
when the purpose justifies us, to depart from popular methods of legislation, and it is obvious 
that no device which conforms to those methods can possibly serve our purpose For this 
purpose we have come to the conclusion that we should emplov the method now familiar to 
Indian institutions of maintaining sach a number of votes, upon v hicb the Governrnenl can 

m all circumstances rely, as to ensure the passage of the legislition it requires It is here 

alone, and only (as wiU be seen hereafter) for use in cases v here it is obv ions > necessary, 
that we propose to perpetuate the official bloc' fPara 276 of the Report See also para 279) 
f "Fiscal legislation will, of course, be subject to the piocedure which we have 
recommended in respect of Government Bills The budget will be introduced m the 
Legislative Assembly, but the Assembly will not vote it Resolution upon budget 
matters and upon all other questions, whether moved m the Xssemblj or in the Council of 


matters and upon all other questions, whether moved m - - , . 

State, will continue to be advisory m character But since Resnlutions will no longer be 
defeated in the Assembly by the vote of an official majontv thevvwiU. if carried 5“"" ^ 
record as the considered opinion of a body which is at all events more lepresentative-thmi 
the Legislative Council which it displaced pat in itself will mean that the significance -of 
the resolutions will be enhanced there will be a heavier rcspousibihty upon those who 
pass them because of their added weight, and the Government s responsibility for not taking 
action Upon them Will also be heavier '* Para 2S4, Ibid , * # 

Only a limited amount of the total expenditure is subject to the vote of the Assembly, 
and this 13 carried out in the form of demands for grants The Assembly has, s nee 
1924, thrown out the Budget, or the portion thereof vvph was votcablo by it either 
inte^ally or through the medium of an important gran^ therein, as an expression of its d}?- 
gatjsfacUon with the existing political anangements. 
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case of the Finance Bill ’ That these measures are in their nature extraord- 
inary, and cannot be resorted to except on very rare occasions, does not detract 
from their being powerful weapons in the hands of the executive and 
evidence of distiust of the Indian element in the government. Even in 
ordinal V ca^es, the Viceroy can, under the reformed constitution, pass 
a measiue over the head of the Legislative Assembly by certifying that in his 
opinion it IS necessaiy for the peace, ordei, and good government of the 
country, What applies to general legislation applies also to budget pro* 
cedure, The Indian Budget still remains largely the child of the executive 
government, and cannot be voted upon by the Legislative Assembly.! 
There is, no doubt, the power to move resolutions on the budget , and there 
IS no longer the dread that the resolutions will be defeated, as heretofore, by 
the votes of a standing official majority. But the Government are not bound 
to accept or giv e eflect to these resolutions, which would thus be worthless 
from the standpoint of exercising effective control, whatever the moral value 
of such an expression of public opinion officially recorded may be.! 

It is thus only in the regions of provincial finance that we can find, 
under the new reforms, a degree of control accorded to the Indian represent- 
atives The financial oigamsation in the provinces is unavoidably complicated 
by the idea of Diarchy. The division of funds is necessary between 
the Reserved Subjects and the Transferred Subjects , the need for 
increased expenditure on Transferred Subjects, which include the depart- 
ments most intimately concerned with the real task of rebuilding the 
Indian nation, is equally potent the importance of finding funds for 
either half of the provincial government is beyond question. At the 
same time all the laboured enunciation of the principles of provincial 
autonomy would be futile if no degree of local legislative control were 
accorded to the provincial legislature. Hence the report recommended 
that the provincial budget should be framed by the executive government as 
a whole, i e , Ministers and Councillors acting together. The order m which 
the provincial funds are to be employed is . first the contribution towards 
the expenses of the Government of India , next the amount needed for the 
reserved subjects , finally, the money wanted for the transferred subjects. 
By considering the budget in the whole government, opportunities are afford- 
ed to ministers to acquaint themselves with reasons requiring a proposed 
supply for the reserved subjects, and to put m their dissent if need be. By 

• The suggestion waa, however, freely made wheu the Currency Bills were placed 
before the legislature in 1927, that, if necessary, they would be passed by means of this 
extra-ordinary procedure 

t General discussion of the budget may be. according to a subsequent concession, 
on subjects voteable by the Assembly as well as those non voteable cp Wattal op cit. . 
pjf 39-63 

J ‘ ' We nov come to the crucial question of the budget procedure It is more 
difficult than that of legislation, because while legislation on a reserved subject may clearly 
net impinge on transferred subjects, money devoted to leservcd objects oSexpenditure can. 
withsomesortofreason.be always represented as being dnerted fiom the transferred 
objects There must, therefore, be means of securing that the executive council shall be 
able to find the money to keep the administration of tjie reserved subjects efficient, and 
there must also be means of securing that to the expanding cost of the transferred servig^s 
a fair proportion of the total rovenvifs is dev oted. ’ Fata 235, Ibid, 
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leaving the transferred subjects, which would be constantly expanding, to be 
provided for last, the deficit, if any, will appear to be incurred for a transferred 
subject, and taxation would have to be proposed accordingly by a Minister * 
The budget comes next before the provincial Legsilative Council which 
may discuss it, and vote upon it accoiding to the demands for grants submitted 
by departments by each member of the government m charge of the same. 
But neither in this case, nor in the case of the Government of India, has the 
Legislature power, under the Reforms, to vote upon and pass or reject the 
budget. t The only difference that occurs in regard to provincial budget 
procedure is that the resolutions of the council on transferred subjects would 
be binding upon the government, and must be given effect to, 

The report assumed that the entire revenues of a province would be 
brought into one provincial treasury, and from thence funds would be allotted 
to the respective services as provided in the budget. In commenting upon 
this arrangement the Government of India observed “ But we must point 
out that even reasonable men will, at times, in all good faith, differ vitally 
from other reasonable men, when it is a question of prov iding supply for 
work, which the former are responsible for safeguarding and developing, 
while the latter are only conceined in getting a share of the money for other 
work "I They pointed out the possibilities of a genuine difference of opinion 
on the following points : — 

“ (1) Plow , to what extent, and by whom, the balance at the credit of a province 

may be drawn upon , 

(2) How money can be obtained either by taxation or by borrowing for the 

needs of a reserved subject , 

(3) How the liability for the interest and sinking fund charges of a loan can be 

laid upon the authority for whose purposes the loan was raised , and 

(4) How the proceeds of taxation are to be seemed for purposes which rendeta 

the taxation necessary ” 

On all these questions they considered the system of a single fund for 
provincial demands would not work. Given the diarchy, the Government 
of India considered the resources of each half should be kept apart, as no 
definite regulation made in advance could serve the object of avoiding 
conflict of opmion.5 Besides, thev thought it fundamentally false to leave 
room for the belief in the minds of either half of the provincial government 
that the encroachments of the other deprived it of its legitimate field for 

* We may note that the Report avails itself of a convention of the British constitu- 
tion in the interests of economy, via that no money can be voted, ^nor taxation proposed, by 
the Legislature except on the motion of a Minister of the Crown 

' t" If the Legislative Council rejects or modifies the proposed allotment fqr 

reserved subjects, the Governors should have power to insist on the whole or any part of 
the allotment originally provided, if for reasons to be stated he certifies its necessity in tlie 
terms which we have already suggested We are emphatically of opinion that the 
Governor In Council must be empowered to obtain the supply which he 
declares to be necessary for the discharge of his responsibilities " Para 256 of 
the Report The right hand gives what the left hand takes away tn this prov ision, 
t Para 65 of the Reform Despitch No 1 
§ Para 69 of the Reform Despatch No 1, ^ 
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expansion. Neitliei the populai nor the executive half should be m a 
position to lefuse funds to the other The Government of India also felt 
that the scheme offered no incentive to economy, or development of the 
resources whether under the leserved or the transferred subjects, for “ under 
the pooling si stem any inipiovement which either half of the government 
can effect goes into hotchpot, and they get no direct advantages from it, 
possibly no advantage at all ” The Government of India proposed their 
solution — breaking up of the provincial resources into two distinct sections. 
The credit balances, the revenues, the surplus and the expenditure, should, 
after a careful inquiry and necessary adjustments, be allocated exclusively 
to each half of the government concerned m the matter.! 

For the tvro halves of the government in the provinces, with their 
distinct purposes, the Government of India recommended a single finance 
department, presided over by an officer to be the financial adviser of the 
local government t The functions of this new finance department have 
been thus defined • “ It is in no sense an overriding power It is not a 

body that either dictates or vetoes policy It watches and advises on the 
financial provisions which give effect to policy. It criticises proposals 
and can ask for further consideration It points out defects m methods of 
assessment and collection ; it can demand justification of the new expenditure 
from the department which proposes it , it can challenge the necessity of 
spending so much money to secure a given object Of course, the 
' powers of this new department must be identical as regards either half of 
the government. In addition to this finance department, acting as the 
watch dog of the public purse, there is the Legislative Council. Though the 
powers of the council are only those of scrutiny and recommendation, and 
net of a definite disallowance of expenditure, that body m the opinion of 
the Government of India, with its committee on public accounts, can serve a 
very useful purpose in securing efficient control of the actual administration 
of finance.il 

V. — The Indian Audit System 

Constitutional provisions for the safe-guard of public expenditure are, 
in the nature of things, general principles indicating the course to be followed. 
The machinery to certify that the course has in fact been followed, that no 
departure has taken place from the approved course, or that, if it has, 
effective safeguards are immediately put into operation to correct the error 
and prevent its repetition, is to be found in a well-devised audit system 

- ^ 
' t Para 70 of the Reform Despatch No 1 

t The officer will be appointed by the Governor on the advice of his Minis ers To 
be effective, this appointment should be definitely placed outside any possibility of popular 
favour or disfavour Cp also Wattal op cit 

§ Para 74 of tl.e First Despatch of the Government of India on Reforms The 
duties have been thus summarised in para 75 

H" Before this Committee we propose that all Reports be laid from the Finance 
Pepartment on excess of reappropriations exceeding a limit which will be prescribed,” 



Tte Indian audit system is so obsessed with codes and formalism that it cafl 
scarcely be expected to satisfy the requirements that such a system should 
possess in a democratic government It works with a mechanical precision, 
which never challenges the wisdom or propriety of expenditure incurred 
under orders of an apparently competent authority The system is so vast that 
we can hardly hope to reproduce here even its most salient features in the 
briefest form Luckily its obsoleteness determined the Government of 
India, soon after the introduction of the constitutional changes in 1920, to 
overhaul it and provide an entirely new system for the audit of public accounts 
under the new regime. 

The mam objection against the old audit system was that it was mixed 
up with other functions not at all connected with auditing The Auditor- 
General, for instance, is also Comptroller-General of Currency, though the two 
offices have nothing in common.t The first reform, therefore, which 
would confine the audit systena only to an examination of public 


• The following extract from the Welby Commission may, hov ever be appended 
to show its general features "The chief auditor of the Indian Empire is the Comptroller 
and Auditor- General, a high officer of the Central Finance Department at Calcutta The 
actual audit of expenditure, however, takes place not m Calcutta, but in the provinces vviiere 
expenditure is incurred The officers in charge of tlie District Treasury chests send 

at the close of each month to the head-quarters of the province an account with 
vouchers of their receipts and issues during the month (The whole of the Indian expendi- 
ture Is paid through the District Treasuries ) Thus the whole of the public expenditure of 
the province comes before the audit officer at the head-quarters of the province. The 
Accountant-General audits m detail all the issues for civil administration, whether central or 
provincial Immediately after the close of the month, officers charged with civil expendi- 
ture send their accounts for the month with vouchers to the headquarters of the province 
The Accountant-General then begins his audit His officers are guided and bound in their 
work by a minute and exhaustive code of regulations, and they disallow items which ^ 
Insufficiently vouched, which are not covered by proper authority, or are otherwise not^ 
accordance with the Act or regulations The disbursing officer has, of course, opportuni^ 
for explanation, and the Accountant-General accepts or rejects the explanation It the 
Accountant General rejects the explanation, be orders recovery of the money wrongful v 
disbursed, and the Treasury Officer is bound to enforce the recove^ If, however, the 
person from whom the lecovery is to be made appeals to the Local Government, and that 
Government supports him, recovery may be suspended pending reference to the Government 
of India All objections which are raised by the auditing oflicers are entered m a book, 
and the Accountant-General is specially enjoined to give attention to thi. book, winch he 
formally reviews once a quarter Any objection as to which the Accountant G^eral 
entertains doubt is referred to the Comptroller and Auditor General The boot o£ 
objections is open to the inspection of the officers whom the Comptrol er and Auditm- 
Sal sends to perform the test audit Each account is audited by the «>ddle of the 
month succeeding that to which the expenditure belongs, and the ^ ^ 

submitted to the Comptroller and Anditor-GeM^ by the Accountant 
thinks fit, attaches his own comments , .. Jhe audited accoim s reach Calcntm^^ 

the close of the month followmg that to .vhich the expenditure relates . He (the 
Comptroller and Auditor-GenerJ) consolidates these ' "‘“f ^ 

account for all India, which he lays before the Financial Member of the Council in six 
^eeks or two months after the expiry of the month to vvluch the expenditure belongs ^ 
Para 72, Majonty Report, Wetby Commtsstoit 

There Is a similar audit system for the Army and Public Works Departmeiit 
+ "Theexnlanationofthis anomalous combination of functions is probably to be 

Auditor-General to be the best officer to look after the whole currency svstem 
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accounts, must start with relieving the audit officers of theii* 
currency function The auditor, who must be an independent, dignified 
officer, free and competent to perform his functions, would be secured by 
making that department entirely outside the ordinary machinery of Government, 
the auditoi’s salary being somewhat in the nature of a Consolidated Fund Ser- 
vice Grant m England, his appointment to hold good during good behaviour.* 
The audit officers, moreover, will not be performing the higher functions 
which might be expected of them in the early years of popular government m 
India, unless they are able and authorised to rely more on their judgment 
and discretion than on the mere mechanical work of going through 
the accounts item by item. The auditor’s real work would he not in examin- 
ing rules and precedents, but in scrutinising the authority as well as the 
necessity for a given item of expenditure. t If the entire audit system is 
revised on these principles, the Government of India expect its operation m 
practice somewhat as follows : — 

" Each audit report which deals with provincial subjects will be submitted to the 
Governor for communication to the executive authority concerned, whether 
member of executive council or minister Copies will go simultaneously to the 
Finance Department of tbe province, which will take orders upon the report 
In the case of reserled subjects, the Go\ernor-in-Council will dispose of the 
leport, and will have power to condone surcharges and disallowances, except 
w here they relate to definite infringement of orders from the Secretary of State 
or the Government of India In the case of transferred subjects, ministers 
will have an exactly corresponding position Bat m each case the Finance 
Department will place the report and the orders upon it before the Committee 
on public accounts Where orders from the Government of India or the 
Secretary of State have been infringed, it will refer the matter to those 
authorities thiough the Auditor General Otherwise, the Committee on public 
accounts will have the right to examine all audit objections and executive 
orders passed upon them, and to make recommendations to the Legislature 
It will then be for the Legislative Gounod to decide whether to move resolu- 
tions m regard to any matter which in their judgment requires more discussion 
or publicity , , , In this sketch of procedure there is nothing that 
derogates from the light of a provincial audit officer to bring financial irregu- 
larities to the notice of his local government, or of the Auditor General to 
bring to the notice of the Secretary of State any matter in which he considers 
that the action of a local government has been perverse or contrary to public 
mterast " t 


• Hhe Government of India proposed, in their Fiist Despatch on the Reforms, that 
the Auditor-General be given a Statutory position of independence, and that his staff be 
similarly protected. See para 77. 

t “ The audit will not only see whether there Is quoted authority for expenditure,'' 
but will also investigate the necessity for it It will ask whether individual items were In 
furtherance of the scheme for which the budget provided . whether the same result could 
have heen otherwise obtained with greater economy, whether the rate and scale of expendi- 
ture were justified under the circumstances , m fact, they will asL every question that might 
be»expected from an intelligent tax-payor bent on getting the best value for his money.” 
lh%d. 


{ Para 7S of the First Despatch. 



The only fault that we have to find with this outline of the constittl' 
tional aspect of public audit is the wide latitude of powers it leaves to the 
Governor-m-Council as regards reserved subjects expenditure. A full control 
of public expenditure requires that it should be equally subject to a review 
in all its items by representatives of the people, as for example, through the 
committee on Public Accounts. 



PART VIII 


Currency and Exchange 

I, — Introduction 

I have already discussed the evolution of the Indian Currency system 
from the days of the Company down to the end of 1922 m my work on 
Indian Currency, Exchange and Banking. The origin and workmg of the 
present system based on the Gold Exchange Standard have been there 
explained and criticised. I shall, therefore, here confine myself only to a 
discussion of the effects of the war upon the Indian Currency, the problems 
that had arisen in consequence,' the solution proposed by the Babington-Smith 
Commission, and the latest phase including the recommendations of the 
Hilton- Young Commission of 1925-26, and a brief critique of the same. 


When the last Royal Commission on Indian Currency and Finance 

wrote 


' Our view is that India neither demands nor requires gold coins to any considerable 
extent for purposes ot circulation (as opposed to saving or hoarding), that the most 
generally suitable media of internal circulation in India are at present rupees and 
notes, and that the Government should, as opportunity may offer, encourage notes 
while providing — and this is the cardinal feature of the whole system — absolute 
security for the convertibility into sterling of so much of the internal currency as 
may at any moment be required for the settlement of India’s external obligations,” 


none of the members of that body envisaged or contemplated a situation at all 
Similar to the one that developed as the result of influences at work durmg 
the war For sixteen years after the value of the rupee had been fixed at an 
arbitrary figure, Is. Ad , it was so maintamed , and facilities were offered for 
the conversion of the rupee for purposes of settling India’s international 
obligations or dues within points ascertamed to represent the cost of transport 
of bullion to and from India. In the first days of the war, the situation was 
so far similar to that contemplated by the Chamberlain Commission that the 
Govefnmant, acting in the spirit of the Commission’s recommendations, had 
to afford a guarantee for the maintenance of the exchange value of the rupee 
in terms of the international medium of payment gold. Fof the first few 
months of the War the guarantee was practically utilised, and Reverse 
Councils to the total amount of ;^87 million were sold m India to be paid 
in England out of the Gold Standard Reserve. From and after the com- 
mencement of the financial year 1915-16, the situation began to alter 
perceptibly. The large outlay of the Government of India on behalf of the 
British Government, inpreasing every year in amount, more than balanced 


* Muoh of what follows is the substance of an article contributed 
author to the Mysore Eeonoraio Journal in October 1919, 


by the present 
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the obligations of the Government of India payable in England as Home 
Charges. The invisible imports of India, averaging /20 million a year, ware 
thus met by the recoveries of the Secretary of State from the British 
Exchequer, and one great factor in influencing Indo-British exchange was 
temporarily reversed." On the other hand, as the war continued, trade 
began to be adjusted to the new conditions ; the exports of the Indian produce 
began to increase in value if not in quantity, thanks to the urgent war 
demands of the Allies, On account of diversion of freight for military 


transport purposes, and later on, on account of its absolute scarcity, combined 
with the change in English industrial organisation for the production of 
munitions, the imports of foreign produce into India were steadily diminishing 


as the subjoined table shows. 
Year. 


1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 


Average for 5 years 

1914- lS 

1915- 16 

1916- 17 

1917- 18 

1918- 19 


Exports. 

Imports, 

Net Exports, 

£ 

£ 

£ 

125.233,000 

70,040,000 

47,213.000 

139.921,300 

86,236,000 

53,685,300 

151,890,100 

92,383.200 

59,512,900 

164,364,800 

107,343,900 

57,020,900 

105,919,200 

122,165,300 

43,753,900 

149,470,900 

97,233,700 

52,237,200 

121,031,100 

91,952,600 

29,108,500 

131,586,800 

87.560,200 

44,026,600 

160,591,200 

99.748,000 

60,343,200 

161,700,000 

100,280,000 

61,420,000 

169,230,000 

112,690,100 

50,540,000 


Average for 5 years 148,833.000 98,446.100 50.337,700 

A large balance thus arose in favour of India, which was all the more 
significant because the old converse stream of payments from India in the 
shape of Home Charges had dwindled mto nothing. The prevalence of high 
income and property taxes m the United Kingdom had, moreover, induced 
the English merchants and capitahsts in India to postpone the remittance of 
their profits to England, and to re-invest them in industrial or other securities 
in India itself pending a more favourable opportunity for such remittance. 

The mechanism of exchange was thrown out of gear. The Councils, 
originally used to meet the Home Charges, were, according to the recom- 
mendations of the Chamberlain Commission, to be used to liquidate the trade 
balance if the resources of the Government permitted.! They were now used 
(since the financial year 1915-16), almost wholly for purposes of financing the 
trade balance In the first year of the period (1915-16) Government mamta.n- 
ed at the fixed rate of exchange an unlimited sale of councds, sufficient m fact 
,to meet and liquidate the entire balance m favour of Ind ia. 

Para 13 of Report necessary for Government to supply up to the limit 

orthelriowl\rdpdoftmde«^^^^ 

but n rs°noUhe businafs ^Government to favoa,r trade at the expense of general revenge.” 
(Cp. Chamberlain Report). 
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began to grow as each week a larger amount was demanded. The encash- 
ment of the council bills at the treasuries of the Government of India, or at 
the presidency banks, was to be made in rupees or notes, which could only 
come from reducing the Government balances, or increasing the invested 
portion of the Paper Currency Reserve, and thereby freeing an equal amount 
of rupees for circulation, or coming fresh rupees. 

n._War and the Indian Currency System 
Thus, then, the Government of India had, during the greater part of 
the war period, to face an entirely new situation. In spite of the heavy, 
almost lavish investments in the English war securities, the balance in 
favour of India could not all be met The gold, which in years imme- 
diately preceding the war, was becoming more and more acceptable to India 
for settling the trade balance due to her, was, under war conditions, impossible 
to obtain, belligerents and neutrals guarding and adding to their gold 
reserves with an uncanny jealousy The only alternatives open to the 
Government of India were to com new rupees,t to add to the note 


circulation,! and, when both these were used to the utmost limits of prudence 
* Net Import of 


Year, 


1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 


Total 


Gold coin and 
bullion 
£ 

14.446.000 

15.986.000 

23.178.000 

25.052.000 
15 550 000 

96.212.000 


Silver com and 
bullion 
£ 

6.242.000 

5.714.000 

3.828.000 

4.383.000 

4.163.000 
24,030,000 


Total 


20,688,000 

21.700.000 

28.706.000 

29.435.000 

19.713.000 
120.242,000 


1914- 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 


5.637.000 

3.267.000 

2.797.000 

14.306.000 
15 000 

26.022.000 


6.676.000 

3.717.000 

1.440.000 
971,000 

38,000 

9.962.000 


12.313.000 

6.984.000 

1.357.000 

15.277.000 
53,000 

25.984.000 


t 

Year 


In open market 
(Standard ounces ) 


Sliver purchased or imported from the 
United States Dollar Reserve 
(Equivalent in standard ounces ) 


1915- 16 .. 

1916- 17 

1917- 18 ,. 

1918- 19 , 

To 30th 1919-20 . 

Nov 1919 

Total 


Date 


£ 

8,636,000 

124.535.000 

70.923.000 

106.410.000 

14.108.000 


324,612,000 213.393.000 

In lakhs of rupees 
Gross note Reserve 

circulation , * , 

Silver Gold Secunties Total 


£ 

152,518,000 

60,875,000 


31st March 1914 

1915 

1916 

1917 

1918 

1919 
30th Nov, 1919 


66 12 
61 63 
67 73 
86 38 
153 46 
98 79 
17? 67 


20 53 31 '59 
32 34 15 29 
23 37 24 16 
19 22 18 67 
37 39 17 49 
10 79 27 52 
47 44 32 7Q 


14 00 66 12 

14 00 61 63 

20 00 67 73 

48 49 86 38 

98 15 153 46 

62 48 90 79 

99 53 179 67 


reserve to ^ 
^ gross note ' 
circulation 
78 9 
77 3 
70 5 
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or good faith, to raise the exchange value of the rupee.* Between April 
1915, and the end of 1918-19, nearly 120 crores of new rupees were put 
into circulation. The note circulation which was about Rs. 68 crores on 
31st March 1914, rose to Over 166 crores. 

In spite of the concurrent application of all these remedies, the situa- 
tion by no means impro\ed The Committee appointed in 1919 to consider 
the whole question and to advise upon it indicated the gravity of the 
situation, at the same time that it afforded an opportunity fundamentally to 
reconsider the entire currency organisation of India. The subjoined table 
gives in a concise form all the important factors of the situation as they 
prevailed m the war years — 


The figures are in crores of rupees except in the last two columns. 


Year 


Exports Imports _Exce33 Couacils 


Home Gold Silver 
Charges Import Import 


able Ex- 
penditure 


Rs coined. 


1909- 10 187 96 

1910- 11 209 96 

1911- 12 227 99 

1912- 13 246 21 

1913- 14 249 00 

1914- 15 182 17 
1913-16 199 48 

1916- 17 243 04 

1917- 18 244 89 
t 1918-19 255 27 


122 65 65 31 
133 70 76 23 
144 45 8 3 93 
166 63 79 58 
191 30 57 70 
144 93 37 21 
138 17 61 31 
160 23 82 81 
164 35 80 53 
188 56 66 71 


40 54 29 08 21 67 

40 02 29 37 23 98 

40 83 23 93 37 76 

38 50 30 42 34 00 

46 59 30 40 23 32 

11 08 30 31 7 64 

30 36 30 16 —1 10 

49 04 31 72 13 23 

51 23 39 10 25 17 

31 35 


9 44 2,17,56,166 

8 63 2,19.25,112 

5 33 In 2,80.74,320 
17 20 million 19,53,69,944 
13 03 sterling 13,15,68,537 
8 87 2,17,95,336 

4 83 18 6 1,62,02,109 

13 so 38 5 30,77,07,327 
19 04 65 00 23,15,69,657 

76 0 


By a comparison of the figures already quoted, it will be seen that — 


{a) While m the quinquennial before the war the net excess of 
exports of merchandise on private account amounted to 
Rs 362 79 crores, during the war quinquennial the excess on 
the same account was Rs. 328 62 crores , if wm include the 
transactions of the Government, the net excess in the former 
period was Rs 391 crores, and in the latter Rs. 381 crores. 


Date of Introduction 
3rd January 1917 
28th August 1917 
12th April 1918 
» 13th May 1919 
12th August 1919 
15th September 1919 
22nd November 1919 . 

12th December 1919 . 
t These figures are from the April 
statistics of the Government of India, 


Minimum rate for immediate 
Telegraphic Transfers 
1 4i 

1 5 

. 1 6 , 

1 8 

1 10 

2 0 

2 2 

2 4 

of the "Capital'' the others from the 
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(6) The net import of gold on private account during the first 
period was Rs 141- crores and of silver Rs 36 crores, or a 
total import of precious metals of Rs 180 crores. Against 
these in the following five years the total imports of precious 
metals were Rs, 55 crores. The gold import almost entirely 
fell off, the total for the period being Rs 39 crores, of which 
Rs 18 crores were acquired by the Government, leaving only 
Rs. 21 croies for private absorption Hence the demand for 
silver, hence the heavy purchase of silver by the Government 
of India, the rise in the price of silver forced by them against 
themselves, and, finally the rise in the rate of exchange. 

(c) The recoverable expenditure of over ;^240 million more than 
set off the Home charges amounting to about £ 100 milhon, 
and facilitated considerable investments in British securities, 

III. — The Remedies of the Government of India 

We have deliberately left out in this brief review of measures adopted 
by the Government of India those restrictions on trade finance which were 
tolerated only on the excuse of the supreme necessity of finishing the fight 
successfully They were, besides, in their nature nothing but palliatives, 
which might lull the patient to sleep, but could not cure him of his malady. 
Thus war-time restrictions on financial facilities to exporters from India by 
requiring the banks to curtail their accommodation except to those d ealin g 
under Government license, or those able to provide full cover, would, in 
normal times, have been resented by the bankers, who could have easily 
rendered such restrictions ridiculous And even in war-time, the banks 
were bound by no law to respect those wishes of the executive, except 
for fear that on default they might be cut off from such share of the council 
bills as would otherwise fall to the lot of the complacent banks. But 
though the banks did, to some extent, carry out this policy of restricted 
finance, it is doubtful if it was really helpful in reducing the strain Simi- 
larly, prohibition of certain classes of exports, though restricting trade in 
those articles, did not affect the excess in value of the exports over the 
imports, and consequently can scarcely be desciibsd as a successful expedient 
in saving the exchange situation The only remedy of this description, 
which may at all be said to have been successful, was the Gold Import Act.’*' 
The forcible acquisition by the Government of all imports of treasure on 
private account, coupled, later on, with restrictions on the export of rupees 
or silver bullion from India, deserved a better fate, and might have been 
more successful if it had been applied earlier. The object of these .measures 
\\as to prevent speculative purchases of the precious metals , and by centra- 
lising their supply in the hands of the Government, to provide an abundant 
supply as far as the dsmind was a genuine trade demand Unfortunately 

• 29th June 1917 The gold so obtained was kept m the Paper Currency Reserve as 
a baokiug against additional notes 
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tbe measures were adopted at a time when the crisis had already becomd 
tensely acute. The influence of the speculative element was by no means 
confined to the Indian market. The world at large had agreed to a tacit 
conspiracy to withhold gold from India. The Government of India were 
known to be considerable purchasers of silver. There was, therefore, no 
reason why the shrewd Yankee should not make a profit as much from 
his silver resources, as from the other supplies he offered to the belligerents. 

It is quite true that the Government of the United States of America had, 
since 1917, offered to co-operate with the Government of India in keeping 
the price of silver within bounds , but those bounds were fixed at a time when 
the price of silver had already broken its records for the last thirty years or 
more. Consequently, in fi.xmg the price the tw o Governments had necessarily 
to consider existing conditions, and not the conditions which obtained before 
the war The American restrictions on the price of silver, moreover, were 
imposed only for the duration of the war, and as soon as the war was defi- 
nitely over, those restrictions were removed, w'lth the result that we in 
India suffered from a most acute silver shortage m the first year of peace 
Two rises in exchange m 1919 came too closely on the heels of the 
removal of American restrictions not to raise a reasonable suspicion that the 
market had been kept in check by the co-operation of the American and 
Indian Governments, and that the moment that co-operation was withdrawn 
the actual situation would, as it did, assert itself. 

Taking seriatim the three principal remedies of the Government of 
India, — coining more rupees, adding to the note circulation, and raising ex- 
change,— -the first had definite limits put upon it, not only by the scarcity of 
supply and the consequent rise m the price of the material, but also by the 
undesirability of adding too much to the circulation.' In his interesting 
Report on the Rtse tn Pi tees tn India, Mr Dutta gives the following 
table showmg the growth m the circulating medium and its effect in 
prices. 


* There is no longer any room for doubt that the resultant increase in the 
llvlnff .liie to hieh orices of food grains, and also of other necessanes such as clotl^ 
keroslne oU and® the hardships which this increase has entailed on the poorer class® and 
^ m^sfwdh fixed incomes, have b'^.en a very important factor m ^ 

content At the same time the cultivator, who would ordinarily be the fir=t to proht by 

trlbution, can alleviate, 
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Growth 

n currency notes and rupees i 

n active circulation. 


Year, 


Circulation 

Index 

Year 

Circulation 

Index 



Rs 

No 


Rs 

No 

ISSf 


115 

88 

1899 

131 

100 

1885 


118 

90 

1900 

134 

103 

1886 


117 

90 

1901 

130 

115 

1887 


116 

89 

1902 

143 

109 

1S88 

. 

118 

90 

1903 

147 

113 

1889 


123 

94 

1904 

152 

116 

1890 


120 

92 

1905 

164 

126 

1891 


131 

100 

1906 

185 

142 

1892 


141 

108 

1907 

. 190 

145 

1893 


132 

101 

1908 

181 

139 

1894 


129 

99 

1909 

. ... 198 

152 

1893 


132 

101 

1910 

199 

152 

1896 


127 

97 

1911 

209 

160 

1897 

... 

125 

96 

1912 

. 214 

164t 

1898 

.. 

122 

93 





He concludes however — “ This increase in the volume of metallic 
currency does not, however, appear to have been larger than what has been 
required by the growth of the business and other demands for currency." 
But since his report there were added during war-time to the circulation 
about 150 crores of rupees newly coined, of which 120 crores were estimated 
to have been minted during the war years, and about thirty crores fresh 
coinage during the three years before the war , about 120 crores in round 
figures to notes m circulation , and a certain amount of gold coins, about ;^40 


1910 

1911 

1912 

1913 

1914 

1915 


Special Index Speeial Index Special Index General Index 


Number for Number for Number for 
Food grains imported arti- exported arti- 
(relail cles (wholesale cles (Mostly 


Number for 
articles 
covered 
by 2 & 3, 


1916 

1917 


120 217 128 ' 131 

120 240 134 161 


1918 


161 265 157 184 


The table exhibits the nse In Indian prices since 1912, the year 1910, being taben 
is the basic year for the preraration of fhe table It may be noted that prices of imports 
increased by 265 per cent, while those of exports only by 157 per cent, 
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million worth of sovereigns* m all Against the estimated total circula- 
tion of 214 crores of rupees and notes in 1912 as leported by Mr Dutta 
we shall be guilty of no over-estimate if we put the total currency reaouices 
of India in 1920 at 600 crores in all, of which rupees would account for at 
least 300 crores, notes for another 166 crores, and gold coins 120 ciores 
roughly t 

Mr. Dutta, in the table appended, found the use in the index numbers 
of nearly the same proportion as the rise in the v olunie of circulation, vary- 
ing from year to year also m very nearly a direct ratio. He, nevertheless, 
as shown by the quotation, does not quite considei the increase in circulation 
as being responsible for the rise in prices, the increased circulation being, 
m his opinion, necessary for the expanding of the business ’ Even admitting 
his position, there is no reason to believe that corresponding to the increase 
in the circulating medium during the w'ar years there has been a 
Similar expansion in the volume of business The total amount of foreigii 
trade, for example, as can be seen ft oin the table given elsevhere, was not 
much greater m the war years than in the previous years And, if anvtliing, 
the banking facilities during the war were much incieased, .is shown 
by the opening of new' banks, as w'ell as the iiioie extensive use of credit 
documents Against the 585 82 cioies w’orth of cheques in 1913-14, which 
Was the largest pie war number, theie weie 851 15 crores cheques cleared 
m 1917-18 m the four clearing houses of Bombay, Calcutta, Karachi and 
Madras The capital and reserves, the public and private deposits, all telj 
the same tale of increase We cannot but conclude that this increase in the 
medium of circulation had an undesirable effect on the price level 

* In the table appended Mr Dutta has not included the number of sovereigns ill 
circulation We get the amount by the mar- 
Net addition of sove- ginal table, compiled from the report of the 

Year. reigns m public hands Comptroller of Curiencv We cannot get ao- 
in million sterling curate statistics regarding the absorpti m of 

£ gold coins during the var years But the 

1901- 02 967 figures given here, it totalled, would show a 

1902- 03 2 198 total gold absorption in the first fifteen 

1903- 04 3,278 2 937 years of the present century of close upon 

1904- 05 . 3 732 ;f70 million=Kb 100 crores at the old rate. 

1905- 06 . . 5 156 It may be that for purposes of circulation the 

1906- 07 7 427 gold coins thus shown to h.vve been absorbed 

1907- 08 . 3 143 in India may be left out of account, since 

1908- 09 . 2 866 there is no reason to believe they might be 

1909- 10 8 091 used for hoarding purposes But it must be 

1910- 11 , remembered that these are coins ss distinct 

1911- 12 8 861 from gold bullion imported in almost equal 

1912- 13 11300 quantity during the same period, and that 

1913- 14 3 907 therefore, the probability is not ijuite so 

1914- 15 .. 5 623 strong for believing that they constitute 

, almost wholly the hoards 

t The estimates of existing circulation are based on the figures of notes and rupees 
said to have been coined or added dunng the period under review It may be that when 
thfe rupee was almost as valuable as com as it was as metal, there may have set in a 
greater tendency for melting and exporting it than was the case m the early years of the 
century. But the measures adopted by the Government rather incline us to hold that the 
tendency, if any, must have been checked almost at its inception, except for that portion 
of the export of rupees, unknown to- the public, for which the Government itself must be 
responsible m connection with the Mesopotamia campaign 

64 
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Tfae problem of financing the trade balance in favour of India, if 
dependence was placed exclusively on the coinage of new rupees, was bound 
to be unpleasantly complicated m the near future, and for some time to 
come. The world production of silver was falling off as shown by the figures 
below at a time when the woild’s demand for silver is rising to previously 
unthinkable proportions. The Government of India have been the most 
considerable buyers in the world market , and if that demand continued, 
there would be no hope of reducing the price of silver, assuming that it was 
capable of reduction The Government of India were in the unfortunate posi- 
tion of tying up their own hands in advance, by tacitly promising to convert 
the local into the international currency, and vice versa. It would be no 
real solution of the problem to suggest the maintenance of the exchange 
value of the rupee by a reduction m the weight of the rupee.f Not only would 
it be a breach of faith, which might be tolerated if the emergency was so 
desperate , it would introduce the most unwelcome confusion m the credit 
relations of private parties as well as the Government. The experiment, 
if tried, must face a not unreasoning distrust of the public, as well as the 
possible contingency of melting operations on a much larger scale. If we 
assume that there were then at least 300 crores of rupees in circulation, of 
which one-half might be melted down by such a temptation, the Government 
would have to face a serious demand for rupees without improving their 
position in exchange very considerably. Their demand for silver, even to 
coin a debased one, would keep up the world price of silver against them. 
It IS, indeed, possible that the supply may be added to by such melting. 
But as far as the Government were concerned, if there be any truth in the 
legend about the hoarding propensities of the Indian people, there would 
be no relaxation of the strain. 


The alternative of adding to the paper money in circulation. 
Was no better. The amount of paper in circulation, judging from 
previous experience, had increased beyond all reasonable requirements, 
even allowing liberally for the increased popularity of notes on account of 
greater familiarity forced by the war. The increase Was not brought about 
by the natural process of normal expansion of credit and the consequent 
supersession of cheaper for more costly forms of circulating media, but by 
* M.ne produoUon of Silver (m Fine Ounces, 000 omitted.) 


1910 

1911 

1912 

1913 

1914 

1915 

1916 

1917 


Canada. 

32,869 

32.559 

31,956 

31.806 

28,449 


U S. A 

57,599 

61,109 

66,041 

71,200 

69,634 

72,369 

78,875 

70,666 


Mexico 

71,372 

79,033 

74,640 

70,704 

27,547 

39,570 

22,838 

31,214 


N. B.^The Statesman’s Year book gives slightly different figui 
t See para 38 of the Babinpton-Smith Report 


Rest of the 
world, 
57,249 
57,683 
60,423 
57,966 ' 

50,418 
47,180 
48,283 
50,949 


Total of 

219,089 

230,384 

233.060 

231,676 

176,048 

185,745 

175,456 

175,050 
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the reckless additions m time and on account of the necessities of the war* 
As against the slightly more than 20 per cent, of the total currency issued 
agamst securities m the period immediately preceding the war, there was 
at the end of the war nearly 70 per cent, of the total circulation issued against 
such securities. The bulk of these securities held in England were beyond 
the control of the Government of India, and they showed a tendency to 
depreciate,’' The papei money, therefore, instead of offering a reliable, 
sound solution for the problem, constituted itself one of the gravest problems 
of Indian financial organisation. Further additions to its uncovered portion 
could not be contemplated, unless inconvertibility be accepted as an ordinary 
correction of unfavourable exchange 1 

The rise in the exchange was the last remedy open to the Government 
of India to meet the growing balance of trade in favour of India, or at 
least to curtail it to manageable proportions Government were, indeed, 
aware of the gravity of such a step as much as their critics, if we are to 
judge from the evident reluctance with w'hich the responsible finance 
ministers resolved upon the step It was in manifest opposition to the 
declared policy of the Government, if not in contravention of their solemn 
obligations, always to afford ready facilities for the conversion of rupees 
into gold and vice versa There can be no dispute that the rise m exchange 
would hurt the prospects of the export trade The attempt was, indeed, 
made at first to justify the measure as a war necessity. But it was too 
painfully palpable that even when the war would be over, there was no 
immediate' prospect of restoring the old level of exchange It could be said, 
with some justification during the rvar, that the rise in exchange was 
not really materially a hardship to the Indian exporter as his goods would be 
demanded no matter what the prices. + There was no effective competition ; 
and the demand was almost unlimited so long as the supplier was willing 
to accept promises to pay in exchange for goods supplied But when the 
war was over, and trade restrictions against erstwhile the enemy 
countries were removed, and when those countries, stirred on by the double 
incentive of defeat and indemnity, were busied with their restriction ; there 
was every reason to apprehend that the trade of India would be most 
gravely prejudiced by the continued rise in exchange. 

There was an excuse for the Government of India in that the high 
exchange supplied them with abundant funds cheaply in England, enabling 
them to pay off their home charges at a much reduced cost in rupees.? 
This IS an argument entitled to respect from every financier interested m the 
' stability of the finances of the Government of India But before the. 
argument could claim to be unanswerable, it must be observed that the saving 

* In all over ,^130 million sterling m the two reserves combined 

t See para 41 of the Babington- Smith Report condemning inconvertible paper 

\ Nevertheless see the index numbers previously ffuoted 

§ See para 53 Home charges would save Rs 1^'5 crores a year. Re-valuatigq of 
English securities cost India, at 2s =1 rupee, 38 5 crores. 
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td the Government, even if admitted, was not necessarily a saving to the 
community Unless the money thus saved was leturned m one form or 
another to the community, either by remission of taxation or by undertaking 
works of material benefit, there would be no occasion to plead this saving 
to the Government as a reason to excuse the rise in exchange The first 
peace budget of the Government of India gave no promise of either re- 
mission of taxation or undeitaking of projects of moral or material welfare 
of the country in the near future. Even admitting the saving to the 
Government, it must be remembered that while on an average the 
home charges amounted in those days to £20 million, on which the saving 
a.t ^Tl^Rs. 10, would be Rs 10 crores, the loss to the trade, on a total 
export trade of £200 million would be Rs. 100 crores The saving to the 
Government would have to be very considerable, or would have to be most 
beneficially laid out, if it is to be regarded as an effective counterpoise for 
this loss Finally, the argument fiom Government interest in the matter 
should not be pressed too much If the constitutional reforms promised 
during the war were accomplished in tunes of peace m the spirit in which 
they were promised, the influence of the home charges must be a steadily 
diminishing factor. If the important posts in the civil and military ad- 
ministration of the Government of India aie held in increasing proportions 
by the children of the soil , if the greater portion of the public debt of 
India IS held by Indians in this countiy , if the expansion of Indian industries 
supplies all the civil and military stores wanted by the Government of 
India, the chief items of the home charges would begin to be unimportant,- — 
at any rate they would not be sufficient to set off such a considerable loss 
to the producer as to make that factor entirely disregarded.'*' 

It was this complex question which the Babmgton Smith Committee waS 
appointed in 1919 to discuss. The mam recommendation of the Committee 
was to revalue the rupee and give it a 2/- gold basis \ Owing, however, 
to the premium on gold as expressed by the sterling price of silver and gold, 
the 2/- gold basis was not the same thing as a 2/- sterling basis. The 
Government, however, announced their intention to give effect to this 
re commendation by selling Revers e Councils at a rate in sterling approxi- 

•Two out of ihe three provisions mentioned seem on the eve of being realised 
The Stores Committee has recommended that preference be grven to Indian material and 
manufactures in the purchases for India, and Government seem to have accepted the 
general principle of the suggestion Unless the Government of India prove themselves 
guilty of much worse faith than their most malignant critics have eiei suggested, there is 
every reason to hope that this source of dram will steadily diminish and eventually dis- 
appear As for the second, the Indian Government could not, and theiefore did not, 
borrow m England between 1914 and 1920 The 7 percent loan of 1921 raised m England 
has aroused the most embittered criticism, and seems to have been, if we read aright 
between the lines in Government communiques, forced upon the Government by the India 
■Offce It is to be hoped that this fiee gift to Lombard Street at Indian expense-will be the 
last of its hind. 

These passages are left so far almost untouched as in the first edition of this work 

t “ We have now arrived at the following conclusions — 

(fl Tne objects should be to restore stability to the rupee and to re establish 
thb automatic working piactieable (para 36 ) 

- [Continue^ on page 509,1 





mately the recommended rate as calculated on the basis of the Anglo- 
American exchange The heavy fall in that exchange soon after the report 
was published, stultified the recommendation , and yet the Government of 
India went on offering to sell bills on London at 2/11 the rupee while 
the Anglo- Ameiican exchange was below Ip3’40==^l This sudden rise in 
exchange entirely dislocated the financing of Indian commerce Though 
trade statistics showed a clear balance in favour of India, unprecedented 
demands were made upon the Government for lemittance abroad * There 
was more than a suspicion that the demand represented an outbreak of un- 
justifiable speculation encouraged by Government policy, the speculators, 
remitting 3/- nearly and bringing back their funds at 2/~ when it w'as 
possible. Instead of offeiing a minimum rate for the Reverse Councils 
below which they would not be allowed to go, Government offered a maximum 
upto which they w'ere prepared to sell — a position quite inconsistent with 
the theory of the gold exchange standard The funds to meet the Reverse 
Councils had to be found from our reserves in England, which had been 
built up when the pound was at 15 rupees, but which v ere dissipated when the 
pound was less than 7 rupees Government had to confine their offer 
necessarily to a pre determined figure, ;!C2,n00,OO0 a week, wdiich was quite 
inadequate to the enormous demand. If the Government, after fixing a 
minimum below which they would not allow the rupee to fall, had kept 
themselves aloof from this business, it is possible that India’s heavy 
balance of trade might have earned the rupee to over 3/- for a time , but if 
the process of deflation had started meanwhile in Europe, theie was reason 
even then to believe the exchange would have gradually fallen till it reached 
the maximum prescribed bv the Government 

IV.— Recent Currency History 

After the disastrous failure they met with m their forced attempts to 
maintain the Indo-British exchange at 2/- gold at first, and sterling since June 
1920, Government retired from the field, and left exchange to take care of 
itself The market made a much better rate than Government, exchange 
eventally stabilising round about 16d.=l rupee the old ratio ; though as 
the pound sterling was itself very much depreciated m comparison to gold, the 
Concluded from page 508 ] 

(jf) The stable relation to be established should be n ith gold and not with 
sterling (Para 57 ) 

(mi) The gold equivalent of the rupee should be sufficient! j high to give assurance, 
so far as IS practicable, that the rupee, while retaining its present weight 
and fineness, will remain a toLen com, or in other words that the bullion 
value of the silver it contains will not esceed its exchange value (Para 43 ) 

- After most careful consideration we are unanimous (with the e'ception of one of opr . 

members, who signs a separate repoit) in recommending that the stable relation to be 
established between the rupee and gold should be at the rate of ten rupees to one so\ ereign, 
or ici other words, at the rate of one rupee to 11 300If> grains of fine gold both for 
foreign exchange and for internal circulation While some of our number would have 
preferred that the rate to be adopted should be nearer to that hich has been m course for 
the last 20 years, we all recognise that no lovvei late will attain the objects which we find to 
be indispensable " 

* In a single week the tenders for Reverse Councils eteed ;fl50 million, more than 
6 years' Home charges, more than 3 years’ heaviest balahce of trade in favour of Indist, 
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16if. exchange rate was, m 1920 and after, not the same as the 16d gold rate. 
It was not till October, 192+, that the IScf gold ratio was attained, though 
even then the sterling equivalent was close upon 18i? * The steady apprecia- 
tion of the British cuirency, and the restoration of a sort of gold 'standard in 
Great Riitain fiom Apiil 1925, by a continued process of deflation even at 
the risk of a disproportionate fall in puces and the consequent growth of 
unemployment, I made the new rate equal to the 18d. gold rate ; and at this 
higher exchange, the Government of Lord Reading, advised by Sir Basil 
Blackett, sought to stabilise the rupee. Before doing so, however, they 
obtained the authoritative advice of a fresh Royal Commission on Indian 
Currency and Finance, — the fifth in less than 35 years,— which practically 
endorsed tlie fatf accompli, and recommended a permanently enhanced 
exchange rate of 18d gold, as shown m the summary of the Commission’s 
lecommendations given below With a view, however, to a better appre- 
ciation of the recommendations summarised below, let us note the other 
principal landmarks in the currency history of the last five or six years. In 
1921, all war-time restrictions on the movement of specie were abolished, 
including the import dutv on silver bullion imposed since 1910. The new 
value sought to be given to the gold sovereign was, of course, ineffectual, 
and the new ratio therefore remained a dead letter The price of silver, 
whicli had risen to as much as 89d the ounce, fell like a rocket to its more 
accustomed proportions , but the Government of India, wiser by the expe- 
rience of the price movement of silver, concentrated their attention on making 
the note- issue more elastic. Under the old law the invested portion of the 
paper currency reserve was a definitely fixed quantity, which could not be 
raised, except by anothei law or ordmance having the force of a law. During 
the war the limit was constantly increased, but the absence of the principle 
of proportionate reserve made the change very cumbrous, and often too 
late to be of any service to the money-market An Act was, therefore, 
passed m 1921, by which the metallic portion of the reserve was fixed at 
50% of the total notes issued , and of the invested portion, only 20 crores 
could be in rupee securities of the Government of India, the remainder being 
in British securities of not more than twelve months’ duration. The 

* The Hilton-Young Commission of 1925-26 has thus summarised the exchange 
history of 1920-26 — 

"The publication of the Report. (Babinglon- Smith Committee) in February 1920, 
coincided with a keeu demand, for remittances to London, and steps were at once taken to 
maintain the new exchange rate of 2s gold recommended by the Committee by the offer of 
the Reverse Councils at a rate founded on that ratio, allowance being made for the depre- 
ciation of sterling in terms of gold, as shown by the dollai-sterling exchange The rates 
for Reverse Councils offered bv the Government thus varied from 3v 29/32d (sterling) to 2s 
10 27/32(i (sterUug) By the Indian Coinage Amendment Act of 1920 the sovereign was 
njafie legal tender at Rs 10 The attempt to hold the ratio at 2 s gold was not successful,'- 
and the Government thereupon tried, with effect from the weekly sale on the 24th June, 
1920. to maintain it at 2s sterling This attempt also failed and was abandoned on the 
2Sth September This was sufficient to arrest the falling tide of exchange, which 

early in 1921 fell below the low level of Is 3d sterling and Is gold .By January 1923 
the tide had definitely turned, and exchange recovered to Is 4d sterling, and showed a 
general tendency to move upwaid It reacted the level of Is 6d sterling in October 1924, 
at which time it was equivalent to about Is 4ii gold “ (Para 8 of the Report ) 
t See The Economic Consequences of Mr Churchill, by J M. Keynqs 
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Invested portion of the paper currency reserve was revalued at the new rate, 
and an undertaking given that the profits therefrom, as also the interest on 
the Gold Standard Reserve securities, would be devoted to wiping off the 
losses on the Reverse Councils sales of 1920. Power was also taken to 
issue 5 crores of emergency currency m the busy season, a figure since raised 
to 12 crores, against commercial bills endorsed by the Imperial Bank of 
India. ' The last named institution also, is a post-war creation, being fashioned 
out of the 3 old Presidency Banks. Though a private corporation m so far 
as the ownership of its capital is concerned, the Imperial Bank of India is 
for all practical purposes a state bank, having the full control of all public 
banking business, except the management of the currency note-issue 
and the transaction of the Foreign Exchange business, restrictions 
which have m no way commended themselves entirely to the Indian public. 1 
The Government of India now purchase sterling m India to meet their 
Home charges, instead of the Secretary of State selling Council Bills for 
the purpose. The former transact this business when conditions are favour- 
able, and keep themselves free from the old entanglement of seeking, by 
this means, to finance the foreign trade of India 


* Total notes in circulation on 31st December 1926 Rs 1,81,18,39,761 

Reserve — Rs 

In India— Rs Securities . , 49,76,58,946 

Silver com 95,32,18,823 Do in England, 5,57,25,851 

Gold com and Bullion 22,31,95,951 

Silver Bullion under Total 1,81,18,39,761 

coinage 8,20,40,190 

t Statement of the affairs of the Imperial Bank of India, as on the 24th 
December 1936 


LiabtUtits 


Subscribed Capital 11,25 00 000 


Capital Paid up 
Reserve 
Public Deposits 
Other Deposits 

Loans against securities per 

Loans from the Government 
of India under Section 20 of 
the Paper Curiency Act, 
against Inland bills discount- 
ed and purchased per contra 
Contingent Liabilities ., 
Sundnes ... . , 


5,62 50 000 
4,92 50 000 
5,32 69 000 
71,29 35 000 


1,59 25 000 


Assets 

Government Seouiities 16,88 66 000 

Other authorized , securities 
under the Act ,, . 1,93 43 000 

Loans .. 13,74 19 000 

Cash Credits , . 22,63 51 000 

Inland bills discounted and 
purchased . . 5,88 91 000 

Foieign bills discounted and 
purchased . . 30 44 000 

Bullion . . — 

Dead Stock . 2,78 44 000 

Liability of constituents for 
contingent liabilities per 
contra — 

Sundries . se 61 000 

Balances with other Banks.. 5 86 000 


65,10 05 000 

Cash . 23,66 24 000 


Rupees ... 88,76 29 000 Rupees 88,76 29 000 


Thb above balance sheet Includes — 

Deposits in London . , 855,600 

Advances in London , 906,200 

Cash and balances at other 
Banks in London . .. 31,700 


Peicentage 30 25 

Bank Rate 4% to 31st December 1926. 
Raised to 5 % from Ist January 1927 

N H Y -WARREN. 

» N. M MURRAY, 

' Matutgtng Govemoysi 
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V. — Summary of Recommendations 

The ordinary medium of circulation should remain the currency note and the silver 
rupee, and the stability of the curiency in terms of gold should be secured by making the 
currency directly convertible into gold, but gold should not circulate as money 
(paragiapli 54) 

The necessity of unity of policy in the contiol of currency and credit for the 
achievement of monetary stability involves the establishment of a central banking system 
(paiagraphs 83-85) 

The Central Banking functions should be entrusted to a new organisation, referred 
to as the Reserve Bank (paragraphs 89 & 90) 

Detailed recommendations are made as to the constitution (paragraph 91-102) and 
functions and capacities of the Bank (paragraphs 139-164) 

The outlines of a proposed charter are recommended to give effect to the recom- 
mendations which concern the Reserve Bank (paragraphs 139-164) 

Subject to the payment of limited dividends and the building up of suitable reserve 
funds, the balance of the profits of the Reserve Bank should be paid over to the Government 
(paragraphs 99 & 100) 

The Bank should be given the sole right of note issue for a penod of (say) 25 years. 
Not later than five years from the date of charter becoming operative, Government notes 
should cease to be legal tender except at Government Tieasuries (paragraph 141) 

The notes of the Bank should be full legal tender, and should be guaranteed by 
Government The form and material of the note should be subject to the approval of the 
Governor- General-m Council A suggestion is made as to the form of the note (paragraphs 
138, 149, 155) 

An obligation should be imposed by statute on the Bank to buy and sell gold without 
limits at rates determmed with reference to a fixed gold parity of rupee but in quantities of 
not less than 400 fine ounces, no limitation being imposed as to the purpose for which the 
gold IS reqmred (paragraphs 59-61, 150 & 151). 

The conditions which are to govern the sale of gold by the Bank should also be 
so framed as to free it in normal circumstances from the task of supplying gold for non- 
monetary purposes The method by which this may be secured is suggested (paragraphs 
64, ISO) 

The legal tender quahty of the sovereign and the half sovereign should be 
removed (paragraphs 65 & 66) 

Government should offer " on tap ” savings certificates redeemable m 3 or 5 years 
In legal tender money or gold at the option of the holder (paragraphs 67 & 68) 

The paper currency should cease to be conveitible by law into silver coin ft should, 
however, be the duty of the Bank to mamtam the free interchangeability of the different forms 
of legal tender currency, and of the Government to supply ooms to the Bank on demand 
(paragraphs 69-71 & 152) 

, One-rupee notes should be re mtroduced amd should be full legal tender (pafq? 
‘ gfaph 72). 

Notes other than the one-rupee note should be legally convertible into legal tender 
money. « e , mto notes of smaller denominations or silver rupees at the option of the 
currency authority (paragraph 73). 

No change should be made in the legal tender character of the silver ruoee 
(paragraph 74). 
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The Paper Currency and Gold Standard Reserves should be amalgamated, and tho 
proportions and compositions of the combined reserve should be fi'ied by a statute 
(paragraphs 75-77) 

The proportional reserve system should be adopted Gold and gold securities 
should form not less than 40 per cent of the Reserve, subject to a possible temporaiy 
reduction, with the consent of Government on payment of a tax. The currency authority 
should strive to wort to a reserve ratio of 50 to 60 per cent The gold holding should be 
raised to 20 pei cent of the Reserve as soon as possible and to 25 per cent within 10 years. 
During this period no favourable opportunity of fortifying the gold holding in the Reserve 
should be allowed to escape Of the gold holding at least one-half should be held In India 
(paragraphs 78, 79. 131-132 & 153) 

The silver holding m the Reserve should be very substantially reduced during 
transitional period of 10 years (paragraphs 80, 133, 136 & 145) 

The balance of the reserve should be held in self-liquidating Trade Bills and Govern- 
ment of India securities The "Created” securities should be replaced by marketable 
securities within 10 years (paragraphs 81. 116, 136 & 145) 

A figure of Rs 50 crores has been fixed as the liability in respect of the ContraCt- 
ibility of the rupee circulation Recommendations are made to secure that an amount equal 
to one-fifth of the face value of an increase or decrease in the number of sliver lupees In 
issue shall be added to or subtiacted from this liability, and the balance of profit Or loss 
shall accrue to or be borne by the Government revenues (paragraphs 82, 120-123, 

146-148) 

The Issue department of the Reserve Bant should be kept wholly distinct from Its 
Banting department (paragraphs 137 & 143). 

The Reserve Bank should be entrusted with all the remittance operations of the 
Government The Secretary of State should furnish In advance periodical Information as 
to his requuements The Bank should be left free, at its discretion, to employ such method 
or methods of remittance as it may find conducive to smooth working (paragraphs 103- 
109, 111 & 140). 

During the transition period the Government should publish a weekly return of 
remittances made A trial should be made of the system of purchase by public tender in 
India (paragraph 110) 

The cash balances of the Government (inoludmg any balances of the Government of 
India and of the Secretary of State outside India), as well as the Banting Reserves m India 
Of all banking opeiating In India, should be centralised in the hands of the Reserve Bank, 
Section 23 of the Government of India Aot should be amended accordingly (paragraphs 111, 
112, 140, 161 & 162) 

The transfer of Reserve assets should take place not later than 1st January 1929, 
and the Bank’s obligation to buy and Sell gold should come into operation not later than 1st 
January 1931 (paragraph 165) 

During the transition period the Currency Authority (i C , the GoveUnraent until the 
transfer of Reserve assets and the Bank thereafter) should be under an obligation to buy 
gold and to sell gold or gold exchange at its option at the gold points of the etohange This 
obligation should be embodied m statutory form, of which the outline is suggested 
(paragraph 166) 

Stabilisation of the rupee Should be effected foithwith at a rata corresponding td 
an exchange rate of Is 6d (paragraph 168-213) ’ ^ , 

The’ Stamp duty on the Bills of exchange and cheques should be abolished. Bill 
forms, In the English language and the vernacular m parallel, should be on sale at post 
offices (paragraphs 116, 216) 

Measmes should be taken to promote the development of banting in India 
(paragraph 214 ) 

Every effort should be made to remedy the deficieneies in the existing body of 
Statistical data (paragraph 217), 

f.S 
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Vi —Critique of the Commission’s Recommendations* 

The Hilton-Young Cotnmission had three alternative solutions to choose 
from — the resuscitation of the pure Silver Standard the improvement 
and modification of the Gold or of the Sterling Exchange Standard ; and 
the institution of the orthodox, automatic, familiar Gold Standard, with a 
Gold Mint and a Gold Curiency The Commission, however, accepted 
none of these , the first, because it was impracticable in the face of the gold 
commitments of a Government whose revenues were all derived in silver , 
the second and the third because “ the automatic working of the Exchange 
Standard is thus not adequately provided for in India, and never has been ” 
(para 16), they being also conscious that “there must ever be danger of such 
disaster under a system which does not automatically enforce contraction 
of internal curiency concurrently with the depletion of reserves” Indian 
public opinion had long before condemned the Exchange Standard on the 
ground of principle, viz the undesirability of a constant manipulation, and 
it IS refreshing to find the high authority of the Hilton- Young Commission 
condemning for ever this intolerable nuisance. 

Their elaborate reasoning, however, rejecting the official scheme for a 
■Working gold standard m India, leaves much to be desired m fulness as well 
as clearness and convincingness The arguments against the Currency 
Department’s schemes are summarised by the Commission in para 35 of 
their report as follows — 

(») The effect of the absorption of about ;fl03,000,000 of gold (in addition to 
normal absorption for the arts, hoards, etc ) on the supplies of credit, the 
rates of mterest and the gold prices throughout the world , 

(ft) the reliability of the estimates as to the amount of gold to be acquired and 
the time at which it would be required, and the effect of any miscalculation 
under these heads on the Indian monetary situation , 

(tti) the effect of the scheme on the silver market of the world, and the amount 
which would be realised for the surplus silver , 

(*v) the effect of the proposals as to silver on the favourite store of value of the 
masses of the Indian population ; 

(v) the effect on India of the probable reaction of these proposals on other silver 
Using counfnes and especially on China , and 
(vi) the possibility of Bntish and American co-operation in the matter of raising 
Credits for the carrying through of the plan 

bfoneof the reasons satisfies the Indian critic. The departmental scheme 
being the neatest apfitoach to the demands of the Indian opinion, let us exa- 
mine at some length the objections to it Regarding the fignre qf 
;^103,000,000 worth of gold as being necessary to give effect to the scheme, 
■we may point out that the Commission, while fully entitled to question this 
estimate of the Indian Currency authorities, were bound, in mere fairness, 

• The following IS taken largely from an article entitled "The Indian Currency 
froblem” Contributed by the preempt wntfer io the Indian Dally Mail Annual of 192d, 
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to give something more solid than vague counter-assertions of their own for 
alternative and much higher estimates Assuming this figure, the issue 
may well be joined if the disastrous consequences envisaged by the Com- 
mission will really follow , and whether, if any of these do occur, they will 
necessarily be injurious to India. The ;^103, 000,000 gold, estimated as 
required for giving effect to the orthodox gold standard in India, will, under 
the scheme submitted to the Commission, be acquired m the course of ten 
years. Would that necessarily spell disaster to India ? The Commission 
hold 

"Theie can be no doubt that a large eitra demand from India would canaa 
increased competition for gold among the countiles of the world, and lead to a substantial 
fall in gold prlcea, and a substantial curtailment of credit In their reaction on India as 
one unit in the world's trade system fall in gold prices and a curtailment of credit would on 
balance be unfavourable ” 

But will the demand for gold from India be so considerable as to bring 
about a fall m prices m dimensions apprehended by the Commission ■’ And, 
if the fall does take place, will it necessarily be prejudicial to Indian 
interests ? To reply to these questions, consider the following statistics 
culled from the recent series of articles on the Gold Standard in Theory 
and in Practice appearing in the London Statist from the commencement of 
1926. The total stock of gold m the world produced since 1600 A.D. is 
estimated at some ;£'3, 944,000,000, or, m terms of the Indian currency, at the 
old rate of exchange, and stated m round terms, Rs. 6,000 crores. The 
annual average production of gold in the world to-day is ;^80, 000,000, and 
the tendency, according to the Statist, is downwards, unless some new 
source is discovered very shortly. The general price level is conditioned not 
by the gold in circulation alone, — and not the whole of the quantity men- 
tioned IS in circulation or in the form of money, — but by the total metallic as 
well as representative money in circulation, as determined by the velocity 
of circulation of each foim of money. Exact estimates m this connection are 
not available , but judging from the common features of the more advanced 
commercial nations of the world, it is not too much to say that actual gold 
cannot be forming more than onertenth of the world's daily money material. 
According to the authority already mentioned, gold stocks m the world's 
principal Banks, and serving as backing for the paper money issued thereon 
aggregated, on the 3Ist December last, to some £2,021,000,000, on which 
the paper money of more than four times that quantity was issued ; and 
all that m addition to the mercantile paper doing duty as current com for 
the more , considerable transactions of the business world Now, in an' 
aggregate stock, consisting only of Gold and Currency notes backed by gold, 
of say ;^'10,000,000,000, what would be the effect of the annual addition 
of gold of some ;iC80,000,000 ? Not even one per cent., if the new stream is 
properly laid out, and if the new production of the world keeps pace. India, 
pext, denjands hep share, which, at the very maximum, — ^.e., qcQordmg to 
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the figures of the last three most prosperous years, would have been, on the 
balance of trade . — 


1923- 24 

1924- 25 

1925- 26 


{In crorcs of mpees) 


Balance of 

Import of 
gold in 
India 

Import of 

Total import 
of metals 

144 38 

29 18 

18 39 

47 57 

155 01 

73 03 

20 06 

93-99 

161 24 

34 S3 

17 13 

52 00 


Let it be noted, in passing, that if India demands gold, — the only 
international and commonly accepted medium of exchange, — from her trade 
debtors, she asks for no more than what is her due. The onus 
rests on those who would beep India out of her fairly earned share of the 
world’s gold supply to show why she should not claim the full quantity she 
IS rightly entitled to. As the above figuies show, however, India is barely 
allowed to take, in gold, a quarter, or a third at most, of her balance of 
indebtedness , for if you carry these figures sufficiently backwards, — say to 
the commencement in 1898-99 of the fixed rupee regime — it will be found 
that India’s net balance of the exports of merchandise was Rs. 188r94 
crores between 1898-99 and 1925-26, against which she received Rs. 456'83 
crores net m gold, or less than 25 per cent Adding the total net silver 
import in that period of Rs. 208*50 crores, we get a total net import of 
precious metals of some 665*33 crores, or about 35 per cent of our balance 
of exports. If India’s claim were satisfied fully, she would not be able to 
absorb annually more than some 80 ^ crores, according to the present 
high watermark of her export prosperity ; that is to say after allowing for 
the gold obligations of the Government of India. Eighty crores, or 
/50,000,000 a year at the very highest, would not be able to ruffle the general 
price level at all considerably , and so the bogey conjured up by the Hilton- 
Young Commission seems to be utterly unsubstantial, since, the co nse- 
quential horrors of the curtailment oLnredit and fall of inter est rmrs t-ali 
topple. downjike a ventableJiouse of cairds 

Let us examine in fuller detail how the actual process mentioned by them 
works. The price level is affected by the quantity of money m actual circula- 
tion, not that which is in the bowels of the earth, or the vaults of the banks, 
or the hoards of the people. Not all the additional supply of gold goes mto 
monetary circulation, in this country or outside So far, therefore, as this 
argument of the price-level and gold is concerned, it seems utterly unlikely 
that the proportionately small quantity demanded by India would, if 
obtained, bnng about such catastrophic consequences as the Commission 
would frighten their readers with. In India, as outside, every thoughtful 
currency reformer has realised that no satisfactory solution can be obtained, 
no smooth working guaranteed, unless the banking organisation and mechanism 
of the country is brought into tune w'lth the currency organisation. If bank- 
ing machinery is developed m India to suqh an extent that thq addition qf 
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eighty crores of gold every year would not dislocate the price-level, none of 
the havoc apprehended by the Commission will occur. XJia_daDger. -JQ. Ibe 
price- leva]*. tci the volume^ of credit. ansL th9_ smoothness in. .world trade^ la 
wholly based on false premjses. It is assumed, for example, that the fall in 
'prices wiir necessarily be bad A new gospel is being preached nowadays, 
by which the stability of prices is placed on a much higher pedestal than the 
stability of exchanges. But have the high priests of the new creed considered 
whether absolute stability of prices is either attainable or desirable ? Life 
would h e flat-and insipi d, and prog ress. .imposs ible, if an absQ[liiia.stabi]ity of 
price s wer e ruled nnt ready fnr ns bv the banker’s ledgai nke.epnr. A little 
variation, not without the means of easy control when required, would be as 
healthy as it would be inevitable The demand of India for free access toj 
the world’s gold supplies m fair exchange for her produce will not even'ij 
amount to a ripple on the surface of the immense ocean of the general price-| 
level. Besides, the present level of prices is admittedly the creation of the 
extraordinary and unwelcome forces working during the War and after , apd 
if a fall does take place, it would rather be a reversion to the pre-war state of 
things, than any reprehensible dislocation of an approved or acceptable state 
of things A fall m prices, moreover, is apt to be viewed too exclusively 
from the producer’s stand-point There is such a thmg as the consumer's 
point of view, which finds no place whatsoever m the cogitations of the 
Commission. Finally, if prices do really fall as the result of India obtaining 
her full share of the world’s annual supply of gold, they ought to fall only m 
those regions which are denuded of their gold by India obtaining her supply, 
and which have consequently to reduce their total volume of currency, as 
well as credit and capital, in regular sequence Will there really be any 
such region ’ I think not But assuming, for the sake of argument, that 
these regions will mostly be European countries, will they really be the losers ? 
If prices of their products fall, they ought to find it more than ever easy to 
obtain markets of which to-day they have a chronic shortage, and from which 
result their manifold evils of unemployment and general depression And, by 
parity of reasoning, India, getting an ever increasing quantity of money 
material, must soon have a rise in prices, where European manufacturers 
ou^t to find more than ever profitable to trade their wares What, then, 
remains of all the terrors the Commission has outlined as following in the 
wake of India o’btaining an honest gold standard ? 

We are, likewise, not at all impressed with the Commission’s special 
pleading about the danger to the process of reconsti action in Europe, if India 
were allowed to obtain all the gold she becomes entitled to in exchange for 
' her surplus produce. It is begging the whole question at issue to say that 
the task of monetary and economic reconstruction in Europe will be impeded, 
if India IS allowed to obtain her dues in gold Monetary and economic dis- 
location in Europe is the result of causes with which India has no concern. 
Until the axe is applied to the very root of these causes, there can be no hope 
gf a permanent salvage of Europe. India, besides, might well retort thfvtj 
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after all, Europe ha's made her own bed , let her now he on it as best she can. 
If the highly complicated and abstract Bullion Standard, considered by the 
Commission to be the acme of perfection, has anywhere a legitimate ground 
for expeiimentation, it is m the more advanced European countries. If 
Europe adopts it, there will be no need to fear the gold dram to India, since 
Europe will hare attained to the higher wisdom of looking upon gold as 
veiitable dross, which it would not matter who possessed. For the present, 
however, Europe, and particularly Britain, is more anxious than India or any 
other benighted eastern country to possess and hoard gold, for, since the War, 
the gold reserves of almost all the European Central Banks, — with the Bank 
of England leading, — have increased, according to the Statist already referred 
to, from ;^'586i millions to 758i millions In any case, if the only 
solution of India’s Currency Problem is an effective, automatic Gold Standard 
of the orthodox pattern, then it can be no argument to say that India shall 
not have all the gold due to her, because Europe wants it for herself to 
buttress her process of monetary reconstruction. 

'i This IS the real reason, and the argument drawn from China and 
I America is mere camouflage. India shall be allowed to have no gold standard 
m the ordinary acceptance of the term, because Europe, and particularly Great 
Britain, have no thought of relaxing their hold on the gold stocks they have 
accumulated and are anxiously adding to As Prof Brij Naram has already 
pointed out, the Commission seems to have used some very strange process 
of selecting only those witnesses from America and elsewhere for special 
I quotation as appear to support their own pet theory. “ The United States ts 
directly interested in the proposal through its mining industry, both in silver 
and in base metals.” (Para 51). But if that is the reason for the American 
opposition to the Indian demand for an honest and effective gold standard, 
the Commission ought to have treated it with the contempt it deserves It 
IS no duty of India's permanently to handicap her industry and commerce in 
order that the Ameiican capita! and labour invested in the silver mining 
industry should not suffer. And if Britain would offer up India as a sacrifice 
to the insatiate moloch of Wall Street, in grateful recognition of favours 
received and lively expectation of more to come, the representatives of these 
British interests m India should not be surpiised if the victims resent 
the intended sacrifice As for China, the Commission recognise that “ China 
IS the greatest, and perhaps the only great, undeveloped market left for the 
expansion of international trade” (50) But they omit to tell us if this 
development or expansion is for the benefit of India, or of China, or of some 
totally different countries. The Indian trade with China, both exports and 
imports, aggregated, m 1925-26, only Rs 1,802 lakhs, as against our total 
foreign trade in the same year of 60,094 lakhs, or more than 30 ‘times as 
much I Must the currency system of India, which affects her entire com- 
merce, — internal as well as foreign,“and mdustry, be designed with special 
and exclusive regard only to that section of her foreign trade which amounts 
to about 3 per cent , even though such a design should involve unspeakable 
injury to the whole economic life of the country ? 



I'here is one point, however, in the Commission’s reasoning against tire 
scheme for a working gold standard put forward by the Indian Currency 
Department, which needs to be particularly noted, since it adds insult to 
mjury with the utmost refinement of cruelty The Commission fear the 
effects of a working gold standard in India on the silver hoards of the Indians 
They ought surely to have remembered that the silver stores of value in 
India, — such as they may be, — had already been made to suffer when the 
mints were closed to the free coinage of silver , and an artificial value given 
by executive decree to the silver rupee • This Commission themselves 
recommenda further depreciation of thesilver stores by another 12i per cent., 
thanks to their recommendation giving a still higher exchange value to the 
rupee from 16d to 18d. We cannot conceive what graver wrong could have 
been wrought upon the silver hoards (?) of India by the introduction of an 
honest gold standard in this country, that has not been wrought already by 
the Commission and its predecessors hitherto. 

Let us next turn to the Commission’s own constructive suggestion, and 
see how it would work in practice. 

"The essence of the proposal which we proceed to develop," observe the 
Commission m para 54 of their Report, “is that the ordinary medium of 
circulation in India should remain as at present the currency note and the 
silver rupee, and that the stability of the currency in terms of gold should be 
secured by making the curiency directly convertible into gold for all purposes, 
but that gold should not circulate as money It must not circulate at first 
and need not circulate ever ” 

The Commission expect to realise this in the following manner ‘ — ■ 

" We propose that an obligation should be imposed by statute on the currency 
authority to buy and sell gold without limit at rates determined with reference 
to a fixed gold parity of the rupee, but in quantities of not less than 400 fine 
ounces, no limitation bemg imposed as to the purpose for which gold is 
required” (paia59) 

They distinguish this Gold Bullion Standard from the old Exchange 
Standard, because gold in this would be available for und not for 

export only , and yet in the first Bill based on these recommendations, the 
currency authority was empowered to use discretion to give gold, or gold 
exchange, in exchange for the local currency. The distinction, again, of the 
Gold Bullion Standard from the orthodox Gold Standard is brought out and 
emphasised, not only by there being no gold circulation m India, but also by 
the positive demonetisation of the British Imperial gold coins which have 
been all this time legal tender money in India, but. which henceforward, if 
’ the Compission’s recommendations are adopted, will be deprived of’tjiat 
attribute. It may be that the Commission had taken proper legal advice 
from competent constitutional lawyers as to whether a subordinate legislature, 
like that of India, could deprive the British Imperial sovereign of its legal 
tender quality in any part of His Majesty’s Einpire by virtue of a local Act. 
But assuming that this feat is within the competeace of the Indian legislature, 
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will the rigorous exclusion of anv gold coins in circulation tend to increase 
public confidence in the currency system ’ And will the proposal to impose a 
statutory obligation, in contradistinction to a merely executive assurance to 
buy and sell gold at stated rates, be sufficient compensation for the suspicion 
inevitably generated by the absence of gold circulation ? A statutory obliga- 
tion vill make no great difference while the Indian legislature is still 
under official domination, and while the bulk of the country’s financial 
administration is entirely m executrve control The Commission seem to 
have been unduly impressed with the possibility of gold m circulation 
coming only at the expense of gold m the Reserves. “The greater the 
proportion of gold in circulation,” they lay down “ the less the elasticity of 
the currency system.” (Para 55) This is unexceptionable, but the Com- 
mission is utterly mistaken in tacitly assuming that every bit of gold can get 
into circulation in India only at the expense of gold in the Reserves. This 
betrays an ignorance of the actual facts of the trade of India, which is worse 
than a mere solecism m reasoning And when they go on, in the same 
paragraph, to observe “ In a system that consists soZeZji of gold coins, there 
can be no elasticity as the currency can only be increased by taking payment 
in gold for the balance of exports over imports, and it can be decreased by 
the contrary process only,” they part company with facts altogether, and 
enter the region of romance ' For no one wants, no one has ever suggested, 
that the Indian currency should consist solely of gold coins. In fact, the 
most ardent advocates of a gold standard in India, like the present writer, 
have invariably and consistently demanded a simultaneous improvement and 
expansion of banking m India to such an extent that, with the most solid 
basis for our currency system, India should also have the most economical 
system m use. The absurdity considered by the Commission in the above 
quotation will then have not even the ghost of a chance of occurring, and the 
mam fear of the Commission against giving India an effective and automatic 
gold standard will be obviated. 

” For the purposes of India this Standard fulfils the essential donditlon that It 
should be not stable only, but simple and certain It provides token durrenoy with a right 
Of convertibility that is intelligible to the unmstrudted, and with a backing that is tangible 
and visible In short, it has the characteristics necessary to inspire confidence in the 
Indian people, to promote habits of banking and investment, and to discourage the habit of 
hoarding precious metals ” (Para 61) 

Stability) simplicity, convertibility are, according to the ConWllselotl, 
the three Graces presiding over the destinies of this new babe born in the 
; East. There can be no question as to the stability of a mere abstraction ; 
for the Bullion standard, despite all that is claimed on its behaff, is bound to 
be ' a mere abstraction I Its unit of 400 fine ounces of gold would-be worth 
1066 2/3 tolas of fine gold, of, at Rs. 21 3/4 per tola, Rsi 23,200 m currency 
value. The Commission may claim what excellences It pleases for its own 
creation ; but such a unit wUl^never ordmarily be even seen by an average 
Indian. How can it be anything more than an abstraction ? The highly 
eomphcated dalculations it bbviously requires, both as to weight and fineness 



and the rate in rupees, militates gravely against the claim for simplicity ; 
while as for convertibility, it is enough to point that gold cannot be obtained 
m conversion of the rupees and notes except in quantities equivalent at a 
time to 400 fine ounces , and even then, for all we know to the contrary, it 
may be at the option of the currency authority to give gold or gold exchange I 
Is this convertibility “for all purposes ” ? Finally, the suggestion of the Com- 
mission, in para 73 of their Report, to make the currency notes inconvertible, 
is bound to undermine and destroy what little confidence there still may be id 
the currency system or its manipulators They could not possibly have made 
a more damaging, a more thoroughly retrograde proposal I All their laboured 
arrangements to provide in practice free conversion will be of no avail, if the 
people once realise that the legal obligation to convert is no longer there 
The want of public confidence engendered by this treatment of their own 
promises “ to pay the bearer on demand ” the sum stated will be accelerated 
by the relation later on that under this system the public cannot convert 
their own petty stores of gold ornaments, in times of stringency, without 
first paying the charges of the professional bullion dealer For the currency 
authority is not bound to convert gold into local currency except and unless 
gold be presented to it in quantities of not less than 400 fine ounces at a timei 
Is this easy convertibility of all parts of the currency system into the standard f 
" One might as well make token money redeemable m acres of land, or 
tnaunds of wheat, or tons of coal ” says Prof Brij Narayan 

Altogether, then, the Commission’s findings and recommendations, both 
positive and negative, are singularly unsatisfactory. The demonetisation of 
the sovereign and the inconvertibility of the note-system are amongst the 
most unfortunate of the recommendations , and the suggestion for a 400 
Ounce unit is, to say the least, impractisable. The only acceptable suggestion 
in the Report, the one little improvement over the existing system, is m con- 
nection with the issue of the gold certificates. 

" They might be issued in denommationa of one tola and integral number Of tolas, 
and sold for legal tender money, rupees and notes, at a price which would give the holder an 
attractive yield in interest It would add to the attractiveness of the certificates if ths 
holder were given facilities to obtain payment therefor at any rate during their currency dt 
a discount reckoned at varying rates according to the date at encashment, but until the datfe 
of maturity it would be paid in legal tender money and not m gold " (67). 

All the good impression of this suggestiorl is washed out by this final 
sting m tbe tail. For 3 or 5 years, as the case may be, the holder will have 
no right to demand payment for the certificate in gold should misfortune 
6blige him to realise his investment. Under this restriction, it may be 
doubted „if this Gold Saving Certificate would be quite as popular 'ag it 
otherwise deserves to be ; nor need it be quite overlooked that, at its best, 
this IS an improvement mote of a banking character than a currency reform 
ptbper. 

The question of the Exchange value of the rupee has deliberately been 
left to the last, because we wish to point otit its true place m corraqj 
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pSjfspective when envisaging the entue problem of currency reform in India. 
At the very most, it is a matter of detail, which ought to be no more than a 
purely domestic concern, and of interest and importance only during the 
period of transition while the new system of effective gold standard is crystal- 
lizing. The hysterical outcry m favour of this ratio or that comes with very 
poor grace from those who have accepted all the essential principles of 
currency reform (I) in India as enunciated by the Hilton-Young Commis- 
sion. The real and lastmg reform of the Indian currency system will 
not be achieved by merely tinkering with the exchange ratio of the 
rupee What we need first of all is the definition and establishment by 
law of an honest standard of value, free from any chance of tinkering by 
any body m any interest. In our opinion gold is the only acceptable 
material for such a standard . and all the advantages of that standard 
could be obtamed by India if free minting of gold is instituted at the same 
time, and gold currency not excluded even as a possibility from actual 
Circulation. Under that system the rupee will be a mere token, limited m 
legal tender as it would be restricted m coinage Its relation to the standard 
gold unit, whatever that be, will even then have to be determined , and 
given the history and associations of the rupee amongst the Indian people, 
the task of that determination will be neither easy nor simple. As the 
Commission has handled it, however, we cannot compliment that body either 
on its impartiality in balancing conflicting considerations or its acumen in 
reasoning. The considerations weighing with the Commission m their 
recommendation “ that the rupee be stabilised in relation to gold at a rate 
corrasponding to an exchange rate of Is. 6d. for the rupee ” (para 175) seem 
to be : that the recommended rate is the existing rate, and that the prices 
find wages have been adjusted to it ; that any dislocation now would mean 
serious consequences ; and that there is also the equilibrium of the Indian 
Pinances to be considered. As for the first of these considerations, It is 
manifestly unsustainable against the rejoinder that the existing ratio has 
been in being for only some 18 months or two years at most, whereas the 
ratio It 13 to displace was m undisturbed existence for 16 years. The prescnp* 
tive right can scarcely be claimed for a ratio which has admittedly been 
brought into position by very careful and persistent manceuvring spread over 
a period of three years now. And, even if It be granted for the sake of argu- 
ment, that the Commission were right in holding that the prices and wages and 
all kinds of sundry contracts have been adjusted to this ratio, and that its dis- 
turbance now would involve considerable dislocation, that argument must face 
the reply that a similar adjustment will take place if the old ratio is restored; 
and thaf the present adjustment, granting it to have taken place, Is not 
abiding, bemg more or less the result of conscious mampulation, 'while the 
adjustment to the old ratio will be an adjustment to more natural or normal 
conditions. Every reform in the system of currency which is at all radical 
is bound to cause some dislocation, some hardship and Injustice. But that 
in the penalty we have to pay for our sms in having a faulty currency system, 
.(«ad tide sooner we make Up ouj- minds to pay that penalty and be done with 
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an endless source of harm, the better for all concerned. Of course, in the 
process of paying the penalty, the accumulated experience and ingenuity of 
our age should not remain so far behindhand as to take no precautions to make 
the resulting harm, if any, the least it can possibly be reduced to. On this 
basis, and premising that the real reform of the Indian Currency System 
must presuppose a change of standard, from silver, pure or managed, to 
gold simple, honest and automatic, the old ratio of the rupee, vtz. 164. m 
gold during the transition, is likely to cause much less harm in the aggregate 
than the new proposal. The new proposal, besides, contemplates the rupee 
in spite of its obviously token character, to be an unlimited tender, — in fact 
the only metallic medium of exchange ; whereas if a proper and effective 
Gold Standard were to be introduced, the 164, rupee would be for internal 
token purposes, necessarily limited in legal tender The dislocation would 
be very small and the harm negligible. The finances of India, it is further 
contended, need, for their equilibrium, the stimulus of an overvalued rupee ; 
for while with an 18d. rupee they would need say 53 crores of rupees to 
discharge the gold obligations of the Government of India aggregating 
;^'40,000,000, with a 164, rupee the same sum would require 60 crores of 
rupees. This means that at the higher rate the Government of India makes 
an easy saving of 6 or 7 crores m its Home charges If there were no means 
for further retrenchment in the expenditure of the Indian Government, or at 
the worst, if there were no possibility of adding to the revenues to this extent, 
this would be an argument worth considering. But we do not accept that 
the expenditure of the Indian Government admits of no retrenchment, while 
the Army expenditure alone remains more than 7 crores above the standard 
as conceived by the Inchcape Committee ; while the rates of interest are 
falling and facilities for the consolidation of the public debt at appreciably 
lower rates growing all round ; and while the reasons for a downward revi- 
sion in the salaries and allowances of public servants are accumulating beyond 
all endurance. Even conceding, however, that Indian expenditure has no 
room for retrenchment, and that at the very worst Indian revenues will show 
no elasticity, is this plea of savings to the Government from an inflated rupee 
absolutely unanswerable ? What is the cost of this saving to the Govern- 
ment, — which IS really no saving to the people,— so far as the nation is 
concerned ? That the Government should have to remit S3_ crores instead Of 
60 crores worth of India’s produce to discharge their gold obligations, the 
Indian people must accept for their produce worth ;^3OO,OOD,0OO gold in the 
world market 400 crores of rupees at 18rf exchange, instead of 450 crores, 
which they would have got, had the rupee been at 164 In other words, for 
a saving to the Government of 7 crores, the cost to the people would be 
seven times as much 1 Verily, it would be far better to have an additional 
taxation of 7 crores than penalise the Indian producer to the tune of sevefl 
times seven crores i 
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Finei-nces of the Indian States 

I.— General 

The system of financial administration m the Indian States is impos- 
sible to study as a single, homogeneous phenomenon, not only because of the 
immense variety m the size and importance of the six hundred odd Indian 
States among themselves ; not only because of the natural differences among 
them as to the sources of revenue and channels of expenditure , but also 
and principally because of the paucity of reliable and official information 
regarding these vestiges of mediaeval and ancient India, The Indian States 
are anachronisms, which, just because they cannot be made easily to fit, into 
any scheme of political organisation in this country, will demand a special 
treatment entirely to themselves. The impatient Indian nationalist would 
make short work of them, somewhat on the model of the French revolution- 
ary dealing with the ancient noblesse of France , but a tradition-lovmg 
people, still unwilling, if not unable, to think for themselves, will not be 
easily brought round to adopt measures of this kind, however harm- 
ful such anachronisms may prove to be. The rulers of these states, even 
when they are above the ordinary lun of their class in intelligence and 
enlightenment, in personal patriotism and national sympathies, are averse 
to publishing information, which they, like suspected offenders, are still in- 
clined to believe, might be used against them. For an overwhelmingly 
large majority of cases, there is little or no information available to the 
ordinary public, probably because the states concerned do not indulge in any 
such ‘ outlandi^ ’ customs, perhaps also because the traditions of the 
Foreign Office of the Government of India are against any publicity that 
might conceivably win sympathy for a progressive ruler m British India, 
not entirely to the credit of the British rulers of the country. In a few 
cases, noteworthy because of their exceptional character, regular and well- 
ordered financial statements are annually published , and m a very few of 
thein, even discussed by the local Legislature. Each state is also supposed 
to furnish an annual administration report to the supreme government. If 
we are to have any the least notion of the financial administration in these 
relics of indigenous government in this country, all we can do is to consider 
bnefly the revenue and expenditure m the principal Indian States, always 
tenjembermg that these are by no means typical of their tribe, 
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11.— Financial Position in the Leading States 

The subjoined table gives figures of revenue and expenditure for the 
four leading states in India. 

Revenue Receipts of some Indian States 


— 

Hyderabad 
Budget 
Estimates 
for 1923-26 

Mysore 
Budget 
Estimates 
for 1922-23 

Baroda 
Accounts 
for 1924-25. 

Bikaner 
Accounts 
for 1915-16. 


Rs 

Rs 

Rs 

Rs 

Land Revenue 

2.95,00,000 

1,12,49,000 

1,18,33,271 

11,06,600 

Forest Revenue 

15,00,000 

30,36,000 

15,51,293 


Customs ... 

1,25,00,000 


3,32,820 

12,01,791 

Excise 

1,47,00,000 

70,00,000 

35,35,960 

1,04,856 

Opium 

11,00,000 


6,47,053 


Stamps .. 

19.00,000 

16,00,000 

12,10,938 

75,426 

Registration 

2,70,000 

3,50,000 

2,00,622 

1,57.636 

Salt 




30,863 


1,00,000 

13,19,000 


78,244 

Berar Rent 

29,16,667 




Interest 

42.13,000 

9,37,000 

12,54,938 

47,480 

Mint 

1,08,000 




Paper Currency 

3,48,000 




Exchange 

1,00,000 




Post Office 

8,50,000 




Irrigation 

65,000 

5.67,000 

37,548 

2,969 

Railways ... 

23,30,000 

9,67,000 

18,46,778 

23,05,977 

Electricity 

1,15,350 

21,32,000 

81,820 


Workshop 

35,000 




Printing 





Telephone 

—2,800 




Industrial Development 


—70,000 


66,380 

Transfers from Famine Insurance 

l’,50,000 




Miscellaneous 

36,01,000 

2.68.000 

8,05,86^ 

75,692 

Income and Miscellaneous Taxes 


11,00 000 

7,18,659 


Civil Departments 


3,82,000 

7,11,946 

4,29,728 

Public Works 


1,31,000 



Military Receipts 


72,000 



Tributes and fixed Jamabandi 



7,06,384 


Total 

7,63.99,000 

3,10,40,000 

2,44,75,894 

. 48,46,676 
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Expenditure charged to Revenue in some Indian States 



Hyderabad 

Budget 

Estimates 

:925-,a6 

Mvsore 

Budget 

Estimates 

1922-23 

Baroda 
Accounts 
for 1924-25 

Biianer 
Accounts 
for 1915-16. 


Rs. 

Rs 

Rb 

Rs. 

Direct Demands on Re\ enue 

1.22,60,000 

48,78,000 

25,85,981 

2,83,141 

Debt Services— 





Interest 

19.34,000 

35,21,000 

24,308 

1,859 

Eedemptian 

10,00,000 

18,78,000 



Miaing 


2,38,000 


62,666 

Mint 

2,44,700 




Paper Currency 

56 500 




Exchange 

70 000 




Post Office 

11,83,800 




Civil List 

50,00,000 

23,50,000 

28.05,008 

4,92,724 

Civil Departments 





General Administration 

32,61,600 

10,94,000 


4,17,594 

Political 

4,08,700 




Pensions 


10,51,000 

3,98,543 

44,467 

Life Insurance 

45.500 




Mansabs 

17,57,000 




Military 

72,43,000 

18.25.000 

24,07,715 

4,04,114 

Subsidy to British Govt 


35,00,000 



Courts 

20,88,200 

9,96,000 

4,44.110 

60,887 

Jajls 

4,89 200 

1,65,000 

1,09,371 

28,234 

Police 

61,64.700 

16,40.000 

14,09,372 

1,32,107 

Education 

67,23,000 

40,00,000 

30,56,866 

60 119 

Medical 

19,32,400 

12,05,000 

6.41.996 

98,194 

Religious 

11,62.000 




Sclentifio Department 


1,53,000 



Agriculture 

io3.000 

6,58,000 



Veterinarv 

3.74,000 




Co-operative Credit 

3.0b,000 

1,14,000 



Miscellaneous 

98.000 

10.77,000 

7,80,767 

1,15,443 

Municipalities, See 

15,08.000 

3,31,000 

2,48 154 

48,048 

Buildings and Commission 

73,16,000 


35,20,083 


Railways 

2,17.000 



12,75,077 

Irrigation 

33,37,000 

5 57,000 



Civil Worts 


19,22,000 


6,89,036 

Development and Industnal 

12,11 000 

1,70,000 



Famine and Insurance 

16,50 000 




Miscellaneous 

4.83 500 


9,99,701 

1,32,755 

Reserve , 

8.57.000 




Total 

7,08,88,000 

3.33.23.000 

1,94,31,175 

' 44,63,931 
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HI.— Outstanding Features Considered Particularly 

Three of the States here considered, are admittedly the most consider- 
able States in the country, while the fouith is added m the quartette because 
its ruler’s personal pre-eminence gives the State something more than a 
merely local importance. It is also one of those Rajputana States, where, 
if anywhere in India, the old order has still not entirely yielded place to new, 
which accordingly makes this modernised territory peculiarly remarkable 
for its ancient environment and undying traditions 

The items of revenue and expenditure are, generally speaking, the same 
as in British India The smaller Indian State has to pay a tribute, usually 
to the British Government ; but in not a few instances, it is to some other 
Indian State, like the Gaekwar in regard to the Kathiawad States, or Juna- 
gadh. Almost everywhere the tribute is a noteworthy item of expenditure. 
On the other hand, States like the Nizam have to receive by way of rent from 
the British Government of certain ceded districts, made over, originally, in 
many cases, for the support of the British troops supposed to be maintained for 
the protection of the native ruler Because the task of protecting the prince 
and his territory was taken over by the Supreme Government, the former 
was freed from any obligation to maintain a military force for his own 
defence, Hence we find the item of military expenditure a steadily dwmd- 
ling, if not a wholly extinct, charge in many a State budget. Even where 
a local state army is still maintained, as in Baroda^nd Mysore, in Hydera- 
bad and ra Kashmere, it is rather for ceremonial than for any serious 
purpose of military defence against the only power m India which could 
threaten the integrity and existence of a State. Political education in the 
Indian States will have to reach much greater heights than it has hitherto, 
before this wholly needless item disappears altogether m such States as still 
encumber their budget with this charge. But before expressing the hope that 
the growing popular consciousness of the rights of the citizens in the leading 
States would result in a complete abolition of this charge, in order td permit 
the outlay of a like amount on developmental departments, it must be 
noted tliat the Central Government of India has already become conscious 
that the burden of the effective military defence of the country falls 
inequitably, but entirely, on its own shoulders ; and that accordingly, it would 
be not at all surprising if the Central Government utilises the recently in- 
troduced popular institutions for passing over a part at least of these burdens 
to the Indian States. We have already noted, in the chapter dealing with 
the expenditure on defence m India, the contribution now made by the 
’ Indian States towards this end i but that contribution can scarcely bh ^e*. 
scribed to be adequate or proportionate. Of the othei items of expenditure, 
the charges for the public works such as roads, buildings, railways, canals, — ' 
both capital and revenue, — are indices of the degree of progress m the 
several States considered. A good few of them* have been obliged or induced 
to construct railways themselves, or offer facihties for sUch construction 
thtough their territories, irrespective of thS real, intrinsic benefit of such 



528 


enterprise to the states or their peoples, simply because the states m question 
happened to be on the through line of communication between two portions 
of British territory , and the British Government did not care to incur the 
charges of a needless deflection of a railway line, if they could possibly avoid 
the charge On the other hand, in some other states, and at least in more 
recent times, the impulse to construct railways has come from the States 
themselves, thanks to the perception of the advantages, or at least to their 
inability to find any outlet for their produce except through a rail-road run- 
mg to a port in British India. The item m the expenditure schedule, of 
almost every Indian State, of interest is thus a prototype of the correspond- 
ing item m the British India Budget , though just as m British India, so in 
the majority of the Indian States the interest is not exclusively m reference 
to productive debt. Very few States are m the happy position of having 
their receipts on account of interest exceeding their disbursement on the 
same head. 

Most of the Indian States have agreed to dispense with their separate 
mint and coinage, and almost all have dispensed with an independent post- 
office of their own, though the Nizam is an important exception in either 
case In this last case, the published statement shows a fair organisation for 
the management of the separate currency of the State, aS also proper 
mvestments on that account The banks of Mysore and Baroda, though 
bearing the names of their States, and having a certam connection with the 
governments concerned, are, however, not State banks m the proper sense 
of the term , and the benefits of their activities naturally go to the share- 
holders of these banks. The principal revenue resources are thus . land, and 
excise, and stamps, eked out by such special items as the conditions and 
traditions of each State allow Salt revenue is still noticeable as an item in 
the income schedule of some of the Rajputana States , but in the bulk of 
the other States, this item is a constant source of heart burning between the 
Bntish Government, and the States concerned. For the latter cannot help 
feeling that a part at least of the salt revenue of the British Indian Govern; 
ment is derived from payments made by their own peoples, which, they think, 
IS unfair. The same is also the case, and even more prominently, with the 
Customs revenue of British India- The States feel they are bemg mulcted 
for the benefit of the British Indian treasury, or Bntish Indian industry, m 
which they have no means of sharmg. In so far as the States have an 
independent customs schedule of their own, their subjects have to pay a 
double duty, once to the British Government, and afterwards to their own 
prince, — unless they happen to be among those few maritime States of India- 
where the rulers have been sympathetic and far-sighted enough to maintain 
Or develop adequate port facilities. The British Government are being 
made aware m a very tellmg manner how the trade of their people and the 
revenue of their treasury can-be deflected by carefully manipulated Customs 
Tanft or rebates, m a maritime Indian State. The case of sugar imported 
dkectly into some of the States on the western sea-coast of Jndia, and 
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thence taken to British territory to be sold in competition with sugar coming 
through British ports and paying the heavy British duty must ere long force 
the attention of the Government of India as well as of the legislature to 
some measure of agreement, — to a sort of an Indian Zoiixaiem, to prevent 
this kind of smuggling. But if and when any such arrangement comes to be 
made, the British Indian Government will demand, not without justification, 
that the States should share in the common central obligations of defence and 
general development, or contribute their quota for the purpose. It is more 
than likely that the amount the States would be called upon to pay to the 
Central Government as their quota towards the cost of our national defence 
and development will more than counterbalance the refunds the Imperial 
Government may have to make in regard to the AU-India items of revenue, 
like salt or customs. 

The burden of taxation in the Indian States is impossible to estimate 
even approximately, largely because of the absence of any data for the 
purpose. But the territories under native rule are comparatively poorer, and 
the annual wealth produced in these territories must be comparatively much 
less For a third of the area, the Indian States barely have a sixth of thg 
total annual wealth produced in India, and their revenues on that basis 
seem as heavy as, if not heavier than, those in British India; the outlay of th6 
public monies m the States is on objects by no means more intensively and 
more directly beneficial to the people than that in the British territory. The 
Civil List of the ruler, wherever it is fixed and systematised, is a dead 
charge, justified on grounds of tradition and sentiment, but burdensome in 
reality almost as much as the unprecedentedly heavy scale of higher salaries 
in British territory The demands of public education and sanitation, and 'of 
the moral and material development of the country generally, are not 
recognised, even m the most advanced States, to a degree greater than that 
of British India, though here and there m a smgle item some particularly 
advanced State might show a praiseworthy emulation and excellence. 

IV. — Conclusion 

The foregoing is admittedly a very sketchy and quite unsatisfactory 
review, though the aggregate income and expenditure of all the States would 
not be much short of 75 crores per annum Brief and sketchy as it Is, the 
review would suffice to point out that the financial system of a federated 
India, assuming the States to be embodied in the federation, as well as the 
provinces of British India, can be simplified and be made a single systematic, 
scientific arrangement, in which due regard Will be paid to the needs of each 
component unit, and yet the common Ideal of the whole federation not 
neglected. ' 
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The subject of local finance proper, — that of the Municipahties and 
Distiict Boards— IS, like that of the Native States, almost -wholly a virgm 
field as yet in India Nothing has yet been done, speaking from the point of 
view of the science of public finance, towards a correct understanding of the 
nature and goal of the local self-governing institutions in India, as also of the 
place they are expected or intended to fill in the scheme of Indian polity, 
whether federal or unitary. The paragraphs in the Indian Taxation Enquiry 
Committee’s Report on this subject are spasmodic and disjointed , and they 
lack some principle taken to be the basis and guiding factor in the whole 
financial structure of India For my part, I have tried to meet this need in 
my work on the ConsMutton, Functions and Finance of Indian Munici- 
palities, published last year m collaboration with Miss. G J. Bahadurji. It 
IS impossible to give, within the space at my disposal here, even a 
brief summary of the facts, reasoning and conclusions of that work , but the 
following transcription of an article by the present writer m the Calcutta 
Municipal Gazette of December 4, 1926, will, perhaps, serve to give an 
indication to the reader of the mam results of that study. 

Municipal Finance In India and Abroad : Some 
Prominent Features 

Comparisons are usually considered to be odious , but when they are 
made impersonally or institutionally, they are likely to be more interesting 
than offensive. Particularly is such the case when an institution, relatively 
new m one country, is compared in its life and activity as displayed in 
another country where it is more firmly established. There is much In the 
municipal life and activity of Aryan races outside India which cannot but be 
most highly instructive to Indians m their municipal organisation; and, 
perhaps, in all that tliere is no single feature so intensely mterestmg as the 
methods and directions of financing municipal activities followed in European 
countries. Within the limits of such an article as this, it is impossible to 
givje e-ven a bare mention of all the directions in which municipal finance ia 
European countries shows much that would be useful and interesting to 
India; and so we have to select one or two special features to give an idea of 
the iramense wealth of instructive comparison possible m such comparative 
studies. 
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The total Municipal revenues and expenditure in India, in the latest 
year for which figures are now available (1924-25) are : — 


Revenues of Indian Expenditure of Indian 

Municipalities Municipalities (1924-25) 



Rs 

Rates and Taxes— 

Octroi 

... 2,26,30,664 

Tax on— 

Houses and Lands . 

... 4,21,93.595 

Animals and Vehicles 

. 38,04.770 

Trades and Professions 

.. 31,85,245 

Roads and Ferries 

... 28.37.000 

Water rate , . 

.. 1,66,64,540 

Lighting rate 

, 14.27,283 

Conservancy Rate 

.. 96,95.132 

Other Tajies .. 

. 82,24,438 

Total Tax Revenue . . 

...11.06,64.667 


Realisation under Special Acts— 
From Pounds, Hackneys, 


Licenses for Spirits 

17,12,095 

Other Sources — 


Rent of Land and Houses ... 

39,28,349 

Sale of Lands and Produce . 

23,11,415 

Conservancy receipts 

13,36,340 

Markets and Slaughter 


House Receipts 

84,15,692 

Educational Fees 

11,75,848 

Other Fees .. 

81,40,401 

Government Grants 

1,10,50,401 

Grants from Local Funds , 

9,94.815 

Other Grants Contributions 

5,21.165 

Miscellaneous,, 

73,41.902 


Public Safety — 

General Administration 
Lighting 

Police 

Fire 


Rs. 

... 1,41,18,388 
... 74,63.186 

1,00.854 
. . 15,84,568 


Total .. 91,57,608 


Public Health and Convenience- 
Water Supply . 3 

Drainage 

Conservancy . 2 

Hospitals and Dispensaries , 
Plague charges 
Markets and slaughter-houses 
Public gardens, &o . 

Sanitary 
Pubhc Works- 

Roads , .. 1 

Buildings • ••• 

Establishment . . 

Stores 

Miscellaneous 


,71,39,596 

92,84,265 

,53,99,673 

70,24,992 

5,07,738 

51,22,682 

18,44,566 

29,49,967 

,58,61,946 
23 52,723 
29,66,078 
1,97,050 
9,10,966 


Total ...11.24,62,232 


Public Instruction . ... 1,53,30,678 

Contribution for general pur- 
poses . . . 53,85,449 

Miscellaneous- 

Interest on Loans ... ... 1,47,15,455 

Other Miscellaneous expense 2.24,59,137 


4,69,28,031 


Total 


Extraordinary and Debt 
Receipts 

Total Revenues .. 


30,13.82,849 Investments 

— Payments to Sinking Funds 

45,99,72,144 Repayments of Loans 

— Advances 

Deposits 


Total 


Grand Total 


... 3,71,74.592 


. . 9,50.17.402 
. 58,36,061 

... 49,01,216 

1,87.03,680 


...26,46,48,811 

.45,83,57,9^0 


Leaving aside the extraordinary receipts of debt and deposits and 
advances from Government, the real revenues of Municipalities in India 
amount to some 15| crores. of which Tax Revenhes proper are irQ6 crores, 
or about 70 per cent, of the total ordinary income, while of the remainder 
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V25 crores or 8 per cent, consists of grants from Government and Local 
Funds. Fees make up another 6 per cent, of the Indian Municipal revenues, 
so that the income from municipal domain and enterprise does not exceed 
at the very most 15 per cent of the total municipal income in India. 
Contrast this with the following proportions of Municipal income in England 
and Wales in 1918-19. The total revenues were ;Cl99 million, of which 
;^85 million or 43 pei cent, came from rates or what we call taxes m India. 
/34 million or 17 per cent, came from water, gas and electric enterprise, 
;^‘17 million or 9 per cent, came from Tramways and Light Railways. £29 
million or 14 per cent, came from Central Government Grants or subsidies; 

million or 20 per cent, came from Contribution, Loans, etc ; ;^30 million 
or 15 per cent, came from Miscellaneous Sources. Here is a promi- 
nence given to sources of revenue other than taxation, which is well worth 
considering by enthusiasts for municipal autonomy and extension m India. 
There are items m this list which are common to both countries , but their 
actual treatment in the Municipal Budgets of Britain and India, respectively, 
IS so radically different that the mere identity of nomenclature ought not to 
induce the belief regarding the identity of their nature and incidence. There 
IS one very radical and most noteworthy difference m the nature of the reve- 
nue derived from taxation and that derived from such sources as municipal 
domain and trading enterprise, which, I verily believe, is not even realised by 
the majority of municipal administrators, let alone ordinary citizens, in this 
country. This difference consists m the fact that, whereas every tax receipt 
is a compulsory contribution made by a private citizen towards the mainte- 
nance of the State, and therefore, a deduction from his private wealth, all 
income from municipal domain, and still more so, from municipal trading 
enterprise, is not a deduction but rather an addition to the private wealth, in 
the form either of the actual monetary saving made by the citizen m the 
shape of lower charges for municipal supplies of commodities or services, or 
in the shape of higher benefit derived for the same money value. There are 
those who question the latter, and it must be conceded that under the 
imperfect and defective accounting methods we are now accustomed to, it is 
difficult specifically and unquestionably to prove it. But the example of 
Germany and many another European countiy of lesser importance may be 
cited to support the well-known maxim of municipal finance that taxation 
should he resorted to only if and when the income from municipal enterprise 
does not suffice to meet the ordinary needs of municipal activities, a maxim, 
which is more systematically denied than observed in this country. “ In all 
German towns and rural communes with a population of 10,000 and over 
according to a return of the Imperial German Government published in 1908, 
33‘2 per cent, of the gross revenue were derived from taxation, 25'9 per cent.^ 
of the total revenue came from the receipts of trading enterprises, 5 9 per cent, 
from the administration of communal estates and mvestmeats, 5T per cent 
from educational and art institutions, 3 per cent, on account of poor relief, 
care of orphans and hospit^s, 4’7 per cent, were derived from building fees, 
ftc., apd th? remamder 0,2 2 per cent, from the general police and p^her 
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branches of aejrrnmstration ’’ The cities of the United States are perhaps 
the nearest to those of India, as regards the nature and conrposition of their 
income, since sonaethmg like 60 per cent, of the total mpome m the American 
cities consists of the so-called general and property taxes. But the property 
taxes of America are radically different from those of India, as in that 
country real as well as personal property is made assessable for municipal 
purposes, while in this country so far only the landed property in city limits ' 
has to bear the brunt of the cost of municipal administration. 

On the expenditure side debt charges, general administration and public 
Instruction are almost equal m importance, being about 8 p. c. each of the total 
effective expenditure of some 19i crores; water supply, drainage and conser* 
vancy charges aggregate 7 18 crores or nearly 35% of the total expenditure, 
which does not all go to the benefit of the poorer sections of the ciyic 
communities. In India debt charges including sinking funds, account for over 
2 crores or 10%, while the rest of the expenditure needs no particulansation. 

Financial reform of Indian municipalities must thus proceed on Imes 
which would progressively reduce the proportion of the tax-revenue to the 
total revenue of the municipalities, by extending and expanding municipal 
trading enterprise wherever and whenever possible. There is ample room 
for such expansion and extension in this country ; for with the exception of 
the Presidency cities, they have not as yet developed those vested mterests of 
private profit-seekers which constitute the greatest obstacle to sound munici- 
pal financing m the modern European cities. It is not to be understood 
from this maxim, however, that the one and only object of extending and 
expanding municipal trading or industrial enterprise is to seek financial 
relief to the tax-payer. On the contrary, the only excuse for such an exten- 
sion is the possibility of rendermg services more amply and more cheaply to 
the citizens than would be likely under a regime of private, profit makmg 
enterprise. If m search of this service, it should ever happen that the 
financial object proves inconsistent with the aim of service, there can be no 
question as to which ought to prevail, which ought to be preferred. But 
while the rendering of service is m no way endangered, the extension of 
municipal industrial or trading enterprise should know no limits and hindran- 
ces, not even on account of the limited capital resources of the citizens. 
The only justification of municipal borrowing is to be found in the possibility 
of addmg to the profit-making ventures of the city , and where municipal 
borrowing is conducted on sound, safe lines for objects and purposes like 
these, there can be no question about the inability of adding to municipal 
industry and enterprise for want of capital resources. . 

Next after the extension of municipal, industrial or trading enterprise, 
the most urgent reform of municipal finance, on the revenue side, is the 
reconsideration of the mcidence of municipal taxation m this country. 
Taxation plays a very large part m the total municipal income, though that 
income is very small, indeed, in all conscience. The land and buildings tax 
h^s already been mentioned as bemg levied on unscientific lines, especially ^n 
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the absence of an equal treatment of real as well as personal property for 
purposes of local taxation. 

The existence of the Octroi duties, or non-refundable terminal taxes 
on articles of local consumption within city limits, is, also, a great blot on 
municipal finance in India, which cannot too soon be removed. These 
duties not only affect injuriously the trade and industry of the taxing city, 
and thereby hurt its general prosperity and taxable capacity ; they fall with 
uneven and inequitable weight on the poorer classes whose food and drink 
form the staple for such tax receipts. I do not ignore, indeed, the existence 
of the central taxation of personal property and mcoma in India, which 
makes it impossible to-day to consider these as fit subjects of local, or rather 
municipal, taxation. But that, in my judgment, only makes an argument 
for the wholesale and radical revision of the entire financial system of India 
from top to bottom, so as to apportion resources with due consideration of 
the utilities and services rendered by the taxing authority. " In a properly 
conceived and satisfactorily organised system of municipal finance, the 
receipts by way of fees from the administrative and regulative departments 
will be, generally speaking, equal to the charges of those departments; and 
the income from the tradmg ventures will be used, first to pay off the debt 
charge for financing such ventures , next to improve the service rendered, 
and in this may be comprised the interests of consumer of the particular 
service as well as those of the labour engaged in the production of those 
utilities , and finally, the balance must be devoted to the expenses of the non- 
earning departments, which are, however, of prime importance for the 
physical and intellectual, the moral and spiritual hfe of the city.” [Conshtu- 
tion, Functions mi Finance of Indian Mumcipahttes, p, 437.) 
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Appreciation, artificial— of ourrentooinp471. 
Archaeology— expenditure on department 
of. 147 

Aroot— Nawab of, 11, 

Area irrigated, 327. 
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remission of contribution, 471, revenue- 
on account of central and provincial 
governments, and provmcial expendi- 
ture, 474 , total wealth and popumtfon, 
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revenue on account of central and pro- 
vincial governments, and provincial 
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238 

Boer War and India, 71 , and coal export 
duty, 275 

Bombay— Government of, 11 , revenue and 
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Calcutta— Opium sales in. 23 , Opium 
export, 306 , Turf Club, 436 
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Salaries of, 132 
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opium treaty with, 300, trade with, 518, 
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Clive, Lord, acquires Diwani, 4. land 
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,, Investment— Expenditure on, 3. 

explained, 26 
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service, 133 
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391-4, and the Home charges, 191 . pro- 
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ductive borrowing under, 397. (See also 
under Company ) 

East Indian Railway Company, 332 , pur 
chase of, 337. 

Ecclesiastical expenditure, 42, charges, 454. 
Economic Enqmry Committee and tax- 
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sixty Years of Indian Finance 1st Edn. by K. T. Shah B A., B Sc. (Econ.) 

[ From the Econoimo Join nal, September 1922 ] 

BY SIR J M DOUIE, K c S i 

Mr. K T. Shah has writteu a very useful book reviewing in a lucid manner the 
growth of the Revenue and Expenditure of the Indian Government from 1860, when its first 
Financial Minister introduced its first Budget, to 1920 To expect an Indian economist with 
pronounced nationalist views to discuss the questions with which the book deals with 
complete freedom from bias would at the piesent time be futile But the author is too well 
instructed to definitely associate himself with the wild charges against British rule and 
financial policy which disfigure some books widely read and often quoted by educated 
Indians He gives -pros and cons with great faiiness, and in fact it is sometimes a little 
difficult to be certain what his own final opinion is. Thus, as regards protection, the 
economic objections are stated with ‘force and clearness, and he asserts that protective 
duties can in any case be justified only as a temporaiy expedient He is quite aware that a 
country which has once adopted Protection as a plank in its fiscal policy has usually found 
its removal " impossible... owing to the growth of vested interests ” 

The author’s account of the I^nd Revenue, Excise, and Income Tax policies is 
sober, and generally speaking well-informed, and his comments on the salt tax and famine 
e’tpenditure are fair He realises that, while mistakes may have been made, the Railway 
and Canal pohcy has been broadly justified by the fact that transport and irrigation now 
bring in a handsome profit to the State The Post Office Policy is deseivedly commended. 
Regarding Excise he says " It would be futile to charge the British administration as having 
increased the drink traffic " And again — 

“ Given the influence of revenue in shaping the excise policy of the country, we 
must admit that, within the limits thus set, the eflorts of the Government have 
been directed to the reduction of the use of the intoxicating drinks," 

He enturely approves of the measures taken to make direct taxation a much more 
important element in Indian taxation, and especially of the larger differentiation between 
big and little incomes, 

He regards the " Drain " due to Home Charges as the worst blot on Indian finance, 
and maintains that the only part of it which is justifiable is the interest on loans raised m 
Ixmdon for productive expenditure He proposes to aboUsh the other charges by raising 
any other loan, m India and by doing away with the English element in the Military and 
Cml services within a given penod." 

Mr Shah’s view of the functions of the modern State is that of a convinced 
Socialist In his opinion the ultimate aim of Durect Taxation is to effect '* a redistribution* 
of wealth " and “the only way to bring about the fullest development of eaifti country's 
resources without injuring the interests of consumers . .is for the state to take upon itsplf 
the task of production or at least its regulation " He even suggests the nationalisation of 
the legal profession, advocates becoming public servants He recognises that the Reforms 
Jiave SQ far been costly, but hopes for a national Government not afraid to raise taxation 
yijtb a view to the imtiation of large programme of Sccial reform, 
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The Times of India 

(Wednesday, 21st June 1922 ) 

This book was published before Sir Malcolm Hailey introduced his depressing • 
budget for 1921-22, none the less, in view of the decision of the Government of India to have 
a Retrenchment Committee, its publication is very opportune The book, in fact, although 
the author was not aware of the mtentions of the Government of India, might almost be 
looked upon as a piece of evidence to be placed before that Committee, It is divided into no 
less than seven parts, in which are covered all financial operations of the Government of 
India from the time the Crown took ovei charge from the Company and, in some cases, 
from an earlier date After a preliminary and descriptive account of the principal sources 
of revenue and expenditure and of the financial organization of the Government of India, 
the author proceeds to discuss the pubhc expenditure of India item by item Each item Is 
presented in a historical setting, to which the author appends a few critical reflections of a 
type, connected with a distinct school of Indian political thought He concludes by a 
chaptei on the vexed question of currency and exchange, to which his solution Is the 
intioduction of a full, free, honest gold standfirfl and gold currency and the placing of It, 
by the Legislative sanction, "beyond the tinleiing of all amateur financiers" la the 
course of his book, the author gives many suggestions which, although not new, are worthy 
of consideration Many will agree with him, tor example, that were it not for the compli- 
cations that would ensue the beginning of the financial year might with advantage be 
changed from the Ist of April to the 1st of October 

The Bombay Chronicle 

In his book " Sixty Years of Indian Finance”, (Bombay Chronicle Press, Rs 10) 
Mr K. T Shah has related the story of the financial mis-management of the Government 
m this country in a manner that will appeal to and convince all classes of readers He does 
not content himself with giving mere facts and figures relating to the administration Of the 
finances of India during the past sixty years, in its different branches Facts and figures 
are indeed of inestimable value to the student as material for his work, Mr Shah’s 
theoretical exposition, preceding the discussion of each aspect of the country's financial 
history, is extremely helpful inasmuch as it creates the necessary back ground for the 
criticism that follows and supphes the means to test the soundness both of the policy dealt 
with and the cntioism itself The account which the author gives of the management of 
finances, is of course, chronological and it facilitates a clear understanding of the evolution 
of the system from stage to stage But what is of greater importance is his analysis and 
searching examination of items of expenditure and revenue and of the systems of currency 
and public debt. Mr Shah has spared no pains to dive deep into the mass of matenal that 
exists relating to the subject of his book and the quotations and references he has giyen 
show how arduous his labour has been As we have remarked above, he is not, however, 
merely a chronicler, but a critic who makes out a case against what he disapproves, with 
infinite care and trouble Take mibtary expenditure as an Illustration Mr Shah starts 
with a suggestive statement of the general principles of expenditure on national defence, 
then deals with the economics of military finance, follows it with a brief history of Indian 
military expenditure and closes with a section full of criticism and suggestions This is a 
method of treatment which is highly conducive to a clear understanding and Is a commend- 
able feature of the book It shows a Scholarly and methodical bent of mind ^nd the habit 
of weighing evidence before pronouncing a judgment • 

Calcutta Review, February 19^2 

The Sixty Yean of Indian Finance recently published by Mr K T Shah is 
an effort in the right direction It is a systematic study on the most up-to-date scientifio 
lines of the finances of this country, as mtich from the Administrative side as from a theoretical 
Standpoint with practisal applications. In a general survey of the hook one necessarily feels 
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ibe absence of a fuller, clearer description of the administrative organisation, which is possibly 
explained by the author’s want of familiarity with administrative routine Peihaps, also, 
the scope of the book would have been unduly enlarged, and its utility very considerably 
marred, if the author had endeavoured to summarise the many bulky volumes containing 
the rules and regulations of the Accountant General’s Ofece for the accounting and auditing 
of the Government accounts under the various Civil and Military departments of the 
Government of India For a complete picture of the finances of India, the carping critic 
might also notice the absence of any treatment of the finances of the Native States But 
this absence the author has also noted , and we hope in a subsequent work or new edition 
he will find time and material to incorporate a similar study of the Native States Finances 
in this exceedingly useful volume 

Among the merits of Mr. Shah’s work mention must be made in the first place of 
the constructive suggestions m which the work abounds m almost every chapter It is also 
this ideal which, strange as it may seem, suggests to the author the expedient of a compul- 
sory military service in India, not only because it is the least expensive relatively speaking , 
but because it would, by equalising burdeais, create the greatest possible incentive for the 
maintenance of the peace We wonder if^this would not be a double-edged sword 

The Journal of the Bombay Economic Society 

The most important and the most urgent problems awaiting solution in the India of 
to-day are problems of finance, both in the Central and Provincial Governments The 
appearance of Professor Shah’s book is, therefore, very opportune as he gives a historical and 
ontioal review of the course of Indian Finance during the last sixty years Prof Shah is 
to be congratulated on the comprehensiveness of his treatise Talking about the compre- 
hensiveness of the book, the only criticism one would like to make is that though room is 
found m it for deahng even with such ramor topics as ecclesiastical expenditure or mint 
charges, an important branch of Indian Finance, viz , municipal and local finance, is left 
out altogether 

The backbone of the book is the figures, regarding each head of revenue or expendi- 
ture, during the last sixty years Mostly these figures are taken from Ofiiclal blue-books and 
reports, but in certain cases, e.g . land revenue and expenditure in that connection, in order 
to give a correct picture of the true situation. Prof Shah has taken an amount of trouble in 
assembling the figures from various official accounts aud putting them together in the 
manner he wants 

With regard to the author's criticism of the policy, as disclosed by the figures, 
relatmg to the various topics dealt with in the book, so much would have to be said under 
each subject that this review would become intolerably long, even if only the important 
subjects and Prof. Shah’s opmions and arguments about them were dealt with Prof Shah, 
however, shows ongmahty and acuteness of intellect and his mode of discussion is vigorous 
and thought provokmg One only wishes at various points m the book that the author had 
preserved a more tranquil attitude of mmd and avoided making parts of bis book look more 
like passages m any ephemeral, political) pamphlet than portions of a serious discussion 
havmg a permanent value Of course, the oocasioual heat only shows Prof Shah's earnest- 
ness of purpose and conviction 
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